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TO OUR SHAREHOLDERS AND COLLEAGUES

o

Nashua begrns 2007 with renewed optrm:sm to achieve our goal for proﬁtable growth For several years, Nashua
has pursued a strategy of strengthen:ng the Company by sharpenrng our focus on core busrnesses where we
have the market presence, scale and technology to secure a Ieadershrp position. We also emphasrzed reducrng
our cost structure and eliminating the “overhang” of legacy issues by selling underutitized real estate and
disposing of underperforming assets. Our plan is to pursue higher margin sales opportunrtres and better Ie\rerage
our existing growth platform, Nashua made significant progress in achieving these objectives in 2006 Y

As the résult of these initiatives, Nashua enters 2007 better positioned to ‘capture profitable new busrness A
opportunrtres - "'
© We are approachrng the market wrth an mtegrated sales and marketing program that is a more effective way
to meet customers' needs for the fuII line of Nashua’s products and services, In our new strategy, our sales
territories have been redeﬁned in order to allow our sales representatives more time to pursue new busmess
opportunrtles wrth exrstrng customers and prospects. Utilizing our industry knowledge and a consultatrve v
, approach, we are workrng more closely with customers to better understand their needs and provide a o
tarloredisolutron to address them We are very fortunate to have rndustry veteran Todd McKeown, who Jorned !
Nashua in August 2006 as Vrce PreSrdent of Sales and Marketrng leading this eFfort

.l hd
+ We are adding sales representatrves 10 our- Label and Specralty Paper businesses in- Atlanta Chrcago Florida
and Minneapolis. - 7.

+ Qur Label and Specialty Paper operations have been realigned and are now being managed by a single team.
Thomas Kubis, a 20-year industry veteran and the former Vice President of Label manufacturing, is now the - .
Vice President,of Operations and is responsible for Nashua's manufacturing‘faciiities located.in California,
Florida, Nebraska, New Hampshire, New Jersey and Tennessee. . ., - .+ - Y

+  We have centralized our supply chain management and have begun putting new processes in place that we
believe can significantly increase the efficiency and effectiveness of our purchasing, logistics and inventory
 management functions. Donald Granholm, who joined Nashua in September 2006, oversees initiatives in this
area as Vice President of Supply Chain Management.

= Previous investments in our manufacturing-platform are producing results. Our manufacturing assets are in'
good condition and our capital expenditure requirements are minirmal. Our antrcrpated growth will allow us -
to bétter utilize our existing manufacturing assets and capacity. - _ v




+  We have exited businesses where our prospects were limited and expanded our presence in areas where
we have solid opportunities for profitable growth. During 2006, we liquidated our toner business and certain
coated carbonless assets, while investing in the expansion of our wide-format reprographics business.

+ Legacy issues that required senior management attention have been settled on favorable terms and
significant progress has bheen made to minimize the costs related to pension and postretirement benefits.

In short, thanks to the work of an exceptionally dedicated group of people, Nashua is now better positioned to
succeed in an industry that remains very competitive. As a demonstration of its confidence in Nashua's prospects,
in November 2006 the Board of Directors authorized a program under which the Company canrepurchase up to
500,000 shares of Nashua stock on the open market or in privately negotiated transactions.

I am very optimistic about Nashua's future. We have an excellent opportunity to grow each one of our business
segments organically by gaining market share. There is a tremendous amount of talent, energy and enthusiasm
throughout the organization. We believe that Nashua is well posmoned for proﬁtable growth and to deliver
increased shareholder value.

Business Performance

Nashua had sales of $269.0 million, gross margin of $40.7 million, or 15.1%, and income from continuing
operations of $2.0 million for the year ended December 31, 2006. Net income for the year, including results
from discontinued operations, was $3.6 million. Our margins for the year were negatively impacted by our
consolidation of manufacturing operations within our Merrimack, New Hamipshire facility and exit from the -
coated carbonless business. Costs associated with the consolidation of our label converting plants also resulted
in lower margins for the year. In addition, we incurred pension curtailment cost related to the freezing of benefits
for certain hourly employees. These events, while having a negative impact on 2006 profitability, have allowed
us to position the Company to generate increased profitability in the future. Results were positively umpacted by
the gain from the sale of our Merrimack, Néw Harmpshire real estate dunng the fourth quarter and the liquidation
of our toner business, which included real estate located in Nashua, New Hampshire. The sale of the Merrimack
and Nashua, New Hampshire real estate, together with the liquidation of the assets of the toner business, have
allowed us to decrease our debt from $28.8 million at the beginning of 2006 to $4.8 million at the end of the year.

I} . ! N 0

Label Products

»

The Label Products segment had sales of $109.7 million and pre-tax profits of $3.5 million in 2006. This segment,
which prints and converts a variety of label products, had a 1% increase in sales. Profitability for the year was _
impacted by the consolidation of manufacturing plants and.the impairment charge related to certain intangible
assets. - )

The label market overall is approximately $2 billion per year, and is highly fragmented and competitive. Nashua
has worked diligently over the past several years to streamline our Label operations and retain our leadership
position. We have attractive product offerings and can leverage our newly integrated marketing and sales
approach to gain market share and increase utilization of our available manufacturing capacity. We believe
Nashua is well positioned to capture new business opportunities in the Label segment in 2007 and beyond.

.




During 2006, Nashua continued enhancing our Label capabilities: TR

[N

* In July 2006, we announced Nashua had acquired a 35% interest in Tec Print LLC, a Memphis, Tennessee-
based, Tier 1 rnlnonty supplier. This new relationship differentiates Nashua from our competutors as it gives
our customers the opportunity to buy Tec Print products and/or the full range of Nashua product offermgs.
from a minority-owned vendor.

- 'We streamlined Label operations by closing facilities in St. Louis, Missouri and St. Augustine, Florida, and
moved to a new, state-of-the-art facility in Jacksonwille, Florida, This consolidation, together with work force -
concessions, will lead to a cost savings of approximately $1.0 million on an annualized basis.:

Nashua also has established a leadership position'in the Radio Frequency Identification (RFID) marketplace.
RFID devices are suited for use in managing the distribution, manufacture and storage of parts, assemblies

or full products as they move through a supply chain. While adoption of this “smart” label technology in the
marketplace has been somewhat slower than was originally predicted; Nashua's RFD sales grew during 2006,
increasing from approximately $600,000 in 2005 to $1.5 million in 2006. We continue to work with customers
adopting RFID technology and integrators who use Nashua smart labels as part of their own RFID product
offerings. . . oo

Specialty Paper Products - : |

The Specialty Paper Products segment had sales of $162.5 million and pre-tax profit of $0.5 million in 2006.
The Specialty Paper segment, which is Nashua's largest segment, is comprised of the papér converting and .
paper coating operations. Sales in this segment declined approxumately 2.5% compared to 2005. Approxamately

$3.0 million of the decline related to the exit of the coated carbonless business during the first quarter of 2006.

Profitability for the segment overall was effected by the sale of certain assets of our coated carbonless business,

the consolidation of space in Merrimack, New Hampshire, and cost associated with the freezing of pension and

postretirement benefits for certain hourly employees. ’

The key to Nashua's success in the Specialty Paper segment is our ability to leverage. ouf size and market N
presence to increase volumes and thereby increase plant utilization. Nashua has an excellent opportunity to
leverage our integrated marketing and sales approach to gain market share and generate organic growth at
acceptable proﬁt levels

Our wide-format product line provides an impaortant growth opportunity for our Specialty Pap‘e'r business.

The overall market is approximately $750 million and expanding. Our Dietzgen branded wide-format product  *
ling is well posmoned to capture new business in this promising sector of the market. We have nationwide
manufactunng and distribution facilities and an excellent reputation for quality and service.

During 2006, the Specialty Paper business continued to invest in higher-growth opportunities while cutting
costs, consolidating facilities and divesting unnecessary, underperforming or non-strategic assets. A new
wide-format facility was opened in Cranbury, New Jersey to meet increasing demand in the architectural,
design and engineering market. The facility allows us to better service our Mid-Atlantic and Northeast
reprographic customers.




On A Personal Note

In May 2006, | succeeded Andy Albert as Nashua's President and Chief Executive Officer. When | joined Nashua,

| became part of a team | have known throughout my 25 years in the industry. Nashua has an impressive
reputation for the quality of its products, its commitment to customer service and its determination to stay in
the forefront of the industry. Nashua also is known for its hard working and dedicated people, a team that has
persevered in a competitive and challenging environment. Nashua has focused on delivering value to customers
in order to deliver value to shareholders. Now that | have the privilege of leading the Company, | have come 1o
realize that this reputation is not oniy well deserved, it is somethlng | had underestimated.

I want to extend my.deep appreciation to Andy for his outstanding Ieadershlp and commitment over the past six
years. He led Nashua during one of the industry’s most challenging periods. His strategy to refocus and revitalize
the Company, pursue higher margin opportunities, tackle legacy issues and invest in growth areas through a
disciplined investrent program set Nashua on the right course. We are strongertoday because of his foresight. -
Working in concert with the senior management team, he was largely responsnble for putting Nashua on a SO|ld
foundation from which to grow,

Finally, | wish to thank Andy for helping make my transition to President and Chief Executive Officer seamless. -
He has made himself available whenever and wherever he has been needed to ensure that | had the benefit of
his insights and all the background and information necessary to effectively manage the Company. e

Andy was an excellent leader for Nashua and a great friend to me, and | would like to thank him publicly for his
many contributions, We wish him well, . - )

We believe that the foundation has been built to grow our business profitably. We look forward to making
great progress in 2007. '

Jhorap, A oot

Thomas G. Brooker
President and
Chief Executive Officer

March 26, 2007
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PART I ' : ‘ : '

Item 1. Business
General

Nashua Corporation is a manufacturer, converter and marketer of labels and specialty papers. Our primary
products include thermal and other coated papers, wide-format papers, pressure-sensitive labels tags, and
transaction and financial receipts. .

Our company is incorporated in Massachusetts. Our principal executive offices are located at 11 Trafalgar
Square, Suite 201, Nashua, New Hampshire 03063, and our telephone number is (603) 880-2323. Our Internet
address is www.nashua.com. Copies of our reports, including this annual report on Form 10-K, our quarterly
reports. on Form 10-Q, our current reports on Form 8-K and amendments to those reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, or the Exchange Act,
can all be accessed from our website free of charge and immediately after filing with the Securities and ; ..
Exchange Commission. We are subject to the informational requirements of the Exchange Act, and,
accordingly, file reports, proxy statements and other information with the Securities and Exchange Commis-
sion. Such reports, proxy statements and other information can be read and copied at the public reference
facilities maintained by the Securities and Exchange Commiission at the Public Reference Room, 100 F Street,
NE, Washington, D.C. 20549, Information regarding the operation of the Public Reference Room may be "~
obtained by calling the Securities and Exchange Commission at 1-800-SEC-0330. The Securities and * ' * !
Exchange Commission maintains a website (http://www.sec.gov) that contains reports, proxy and information
statements,and other information regarding 1ssuers that file electronically with the Securities and Exchange
Commlssmn References in this Form 10-K to “us,” “we,” “ours,” the “company” or to “Nashua” refer to
Nashua Corporation and our consohclated SUbSldlaIICS unless the context requ1res oLherwnse ‘

[ . L L. - i ber

Recent Developments ‘ - » . TS

' f . .

On March 30, 2006, we entered into an Amended and Restated Credit Agreement with'LaSalle Bank
National Association and the lenders party thereto, or the Restated Credit Agreement, to amend and restate in
its entirety our Credit Agreement, dated March. 1, 2002, as amended; or the Original Credit Agreement The
Restated Credit Agreement extends the term of the credit facility under the Original Credit Agreement to
March 31, 2009 and provided for a revolving credit facitity of $35.0 million, including a $5.0 million sublimit
for the issuance of letters of credit, and a $2,841,425 secured letter of credit that will continue to support
Industrial Development Revenue Bonds-issued by the Industrial Development Board of the City of Jefferson
City, Tennessee. On January 12, 2007, we entered into a First Amendment to our Restated Credit Agreement;
or the Amendment. The Amendment provides for a reduction in the loans and letters of credit available under
the credit facility from the aggregate principal or face amount of $35.0 million at any time outstanding to the
aggregate principal or face amount of $20.0 mllllon at any time outstanding. All other terms of the Restated
Credit Agreement remamed unchanged. o .

On March 31, 2006 we dlsconlmued our toner and developer business in our Imaging Supphes segment
All mforrnanon related to the toner and developer business is classified as discontinued operations in this
annual report on Form 10-K.

On May 4, 2006, Thomas G. Brooker succeeded Andrew B. Albert as Chief Executive Officer and -
President. Mr Albert continues to serve as a director and remained employed by us as Chairman of the Board
of Dlrectors "until January 1, 2007, when Mr. Albert became a non- executwe employee and an advisor to our
Chief Executive Officer. Mr. Albert w1ll also conunue to serve, at the pleasure of our Board of Dn‘ectors as
its non-execuuve Chairman. -

[

On November 6, 2006, our Board of Directors authonzed the repurchase of up to 500,000 shares of our
common stock from time to time on the open market or in privately negotiated transactions.

On November 17, 2006, we sold our real estate located in Nashua, New Hampshire for $2.0 million. On
November 26, 2006, we sold our property in Merrimack, New Hampshire for a purchase price of $18:5 million,
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subject to certain adjustments specified in a purchase and sale agreement, to Equity Industrial Partners Corp.
We subsequently leased approximately 156,000 square feet of the Merrimack, New Hampshire real estate for
continued use by our Specialty Paper Products segment,

e aa e R OperatmgSegments Lo . e

Set forth below is.a brief summary of each of our two operating segments together w1th a descnptron ‘of
their more significant products, competitors and operations. Our two operating segments are; « " 40 - .

“(1) Label Products S Ce oL
(2) Specralty Paper Products C . ' K

-Addluonal financial information regardirig our business segments is contained in Management’s Discus- -
sioh and Analysis of Financial Condition and Results of Operations in Item 7 of Part II; and Note 12 to our

Consolidated Financial Statements included in Item 8 of ‘Part 1 of this annual report on Form-10:K. - Sy
' ' ' [P

o P ' ’ ! Tl

Label Products Segment - o e S Lt
, . b, e e laa e o1 e —

Our Label Products segment converts prints and sells pressure- sensitive labels, radio frequency 1dent1ﬁ-
cauon .(RFID),1abels and tickets and tags to distributors and end-users, Qur Label Products net sales were-
$109.7 million, $109.0.million and $104. 3 million. for the years ended December 31, 2006, 2005 and 2004,
respectively. . . Lo T L, e . TR

"Nashua pressure sensmve labels and tags are used for supermarket scales, retail shelf tags, inventory
control, trackmg, automatic identification, event tickets and addréss labels: We are a major supplier of labels
to the supermarket industry and our labels are also uséd in“such applications as retail shelf, transportation,
automatic data collection (barcode), mailer/package distribution and pharmaceutical and prescription fulfill-
ment. Tickets are utilized for cinemas and certain venues, RFID labels are utilized for invéntory‘cont'rol, *
tracking and automatic identification. ol e . :

ety P VR

" The-label industry is pnce—sensmve and compettuve and mcludes competitors such as Moore Wallace, a
division‘of R. R. Donnelley & Sons Comparny, Hobart Corporatron a subsrdlary of Ilinois Too!works and' :
Corporate Express, as well as numerous regtonal converters. a o

S L. N Lt .
We depend on outsrde supplters for most of the faw materlals used by our Label Products segment P
Primary. matenal_s_ used in producing our products include Jaminated and tag paper, RFID inlets:and inks. . |
Thermal and other papers constitute a large percentage of the raw material cost for our products. As a result,
~our costs and -market pricing are heavily impacted by, changes-in thermal and other paper costs. We purchase
materials from multiple suppliers and believe that adequate quantities, of supplies are available. However, for .
some-important raw matetials, such as certain laminated papers and inks, we either. sole sourceor obtain. .
supplies from a few vendors. There is no current or anticipated supply disruption but a future supply disruption
could negauvely 1mpact our operations until an alternate source of supply could be quahfied Additionally,
there' can'bé Mo assurance that our future operating results would not be adversely affected by either future
increades in the cost'of raw materials or the curtailment of supply of raw matertals or sourced products o
vy .

Specialty Paper Products Segment . i I A

Our Spec1alty Paper Products segmem coats, coverts; prmts and sells papers and films Products mclude
thermal papers, dry-gum papers héat seal papers bond papers, w1de-forrnat media papers ‘small rolls, financial
receipts, pomt—of-sale teceipts, retail consumer products and ribbons. In February 2006, we sold certain assets
of our coated carbonless product line to Nekoosa Coated Products LLC and discontinued our coated carbonless
product line. Qur Specialty Paper Products net sales were $162.5 million, $166.7 million and $168.0 million
for the years ended December,31, 2006, 2005 and: 2004, respectively. '

Lo
i wh

Thermal papers develop an image upon contact with either a heated stylus or a thermal print head. . .
Thermal papers are used in point-of:sale printers, package identification systems, gaming .and. airline ticketing
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systems, facsimile machines, medical and industrial recording charts and for conversion to labels. We coat and
sell large roll thermal papers primarily to prmters larnmators and converters. Competitors in the large roll

thermal papers, market include companies such as Appleton Papers, lnc and Rlcoh Corporatron as well as
other manufacturers in the Umted States Asna and Europe :

e [ AT T

u-"

Dry-gum paper is coatéd- with a ' moisture- actlvated adhesive. We sell dry- gum paper pnmanly 0 fine
paper merchants, business forms manufacturers and paper manufacturers, who convert it into vanous types of !
labels Our major competrtor ll'l the dry—gum label market is Troy Lammatmg and Coatmg, Inc. ey

* TR A aor el '"'

Our heat seal papers are coated with an adhesive that-is'activated when heat is apphed We'sell these .~ »

products through fine paper.merchants who, in turn, resell them to printers who convert the papers into labels +

for use primarily in the pharrnaceutlcal industry. Heat seal papers are also used in bakery, meat packagmg and:
other:barcode applications: ' . i ' LN I A N LR A
o _'.. . et [‘{“_1
Small rolls of bond, carbonless and thermal papers are used for such appltcatrons as point-of-sale receipts
for cash registers and credit card verification, ﬁnanmal receipts for ATM, teller systems and check processing,
adding machine papers, and self-service appltcanons such as gas ‘station pay-at-the-pump, casino/gambling
and thermal facsimile for thermal fax printers. Certain of our small roll products contain security features
utilized in loss prevention applications. We sell converted small rolls to paper merchants, paper dlstrtbutors
superstores, warehouse clubs, resellers and end-users. Small roll brands include Peérfect Print and TBM:’Our
major competitors in the small roll market include NCR Corporation, Moore Wallace, a division of R, R..
Donnelley & Sons Company, and several regional converters. _
'y "y e Vi *
Wide-format media papers are premium quality and uncoated bond papers untreated or treated wuh either
resin or non-resin coatings. We sell wide-format media papers 1o merchants, resellers, print-for- -pay retailers
and end-users for use in graphic applications, signs, engineering drawings, posters and for.the reproduction of
original copies. Our primary competitors in the wide-format papers market are Océ N.V. and several regional
converters. oot e
[IRF T
wé depend on outsrde supphers for the raw matenals used by our Specralty Paper Products segment Pl
Prrmary raw matenals mclude paper, chemicals used in producmg the various coatings that we apply, 1nks and
ribbons. Paper consututes a large percentage of the raw. materral cost for our and our competltors,tproducts
Asa result our ¢osts and market pricing are heavrly 1mpacted by ehanges in paper costs. Generally, we
purchase materials from multtple supphers However, we purchase some raw. matertals for SpeleiC coated
product applications from a single supplier. While there is no current or anucrpated supply dlsruptlon a future
supply disruption could negatively impact our operations until an alternate source of supply could be qualified.
There can be no assurance that our future operating results would not be adversely affected by future increases
in either the cost of raw materials or the, curtailment of supply of raw materials or sou_rced products. o
Dunng the first quarter of 2006 we exited the coated ‘carbonless product line, Certain 1nventor1es L
customer list and 1ntellectua] properues were sold to Nekoosa Coated Products LLC. A$ a result of thé sale' v
we recognized severance cost 1n the ﬁrst quarter of 2006 related to, headcount reductlons A ’

IR T ,!m . ¥, L 1 . IR SHE T Yy .
Several of the products in our Specialty Paper Products segment are in mature and declining markets. ~
These include’our dry-gum papers, heat seal papers, bond papers and ribbon products. Future sales and
profitability for these product lines depend on our ability to maintain current prices and retain and increase our
market share in these declining markets. We believe the market for thermal and wide-format papers w1ll
continue to grow in'the foreseeable future. . . - o T A
B SR Rt P LV LN TR Y R C e ) - e o SR

oo C PP L ' . K v L )

Informatlon About Major Customers .
[P T R . Coan . 1, ) \ . Y . N . i )4..!,

" ‘While no customer represented'ten percent of our consoltdated revenues, each of our segments hag. . '
significant customers. The loss of a srgmﬁcant customer could have- a materral adverse-effect on'us or'our - ¥

segmenis. - L T : ST NS T (s T Y LN T




Intellectual Property

Qur ability to compete may be affected by our ability to protect our proprietary information, as well as
our ability to design products outside the scope of our competitors’ intellectual property rights. We hold a
limited number of U.S. and foreign patents for our continuing operations, of which one is related to our Label
Products segment and 11 are related to our Specialty Paper Products segment, expiring in various years
between 2007 and 2021. There can be no assurance that our patents will provide meaningful protection, nor
can there be any assurance that third parties will not assert mfrmgement claims against us or our customers in
the future. If one of our products was ruled to be in violation of a competitor’s intellectual property rights, we
could be required to expend significant resources to develop non-infringing alternatives or to obtain required
licenses. There can be no assurance that we could successfully develop commercially viable alternatives or
that we could obtain necessary licenses. Additionally, litigation relating to infringement claims ¢ould be
lengthy or costly and could have an adverse material effect on our financial condition or results of operations
regardless of the outcome of the litigation.

Manufacturing Oileratidm—i
.We operate manufacturing facilities in the following locations:
. Merrimack, New Hampshire ' . )
* Omaha, Nebraska '
* Jefferson City, Tennessee l
+ Vemon, California
* ‘Cranbury, New Jersey
» Jacksonville, Florida

Our New Hampshire, Nebraska and California facilities are unionized. We have union contracts with our
hourly employces at the New Hampshire site. The primary New Hampshire union contract’ explres in 2009 and
the union contracts for the Nebraska and California sites expire in 2012 and 2008, respectively. More '
information regarding the operating segments and principal products produced at each location can be found in
Item 2 of Part [ of this Form 10-K. Theére can be no assurance that future operating results will not be
adversely affected by changes in either our labor wage rates or productivity.

Résearch and Development

Our research and development efforts have been instrumentat in the development of many of our *
products. We direct our research efforts primarily toward developing new products and processes and
improving product performance, often in collaboration with customers. Our research and development efforts
are focused primarily on new thermal coating applications for our Specialty Paper ‘and Label Products
segments and RFID products for our Label Products segment. Our research and development expenditures
were $.6 million in 2006, $.6 million in 2005 and $.8 millien in 2004. -

'E;lfifironmental Matters ' o _

We and our competitors are subject to various environmental laws and regulations, These include the
Comprehensive Environmental Response, Compensation and Liability Act, as amended by the Superfund
Amendments and Reauthorization Act, commonly known as “CERCLA,” the Resource Conservation and
Recovery Act, commonly known as “RCRA,,” the Clean Water Act and other state and local counterparts of
these statutes. We believe that our operations have operated and continue to operate in compliance with
applicable environmental laws and regulations. Nevertheless, we have received notices of alleged environmen-
tal violations in the past and we could receive additional notices of alleged environmental violations in the. |
future. Violations of these environmental laws and regulations could result in substantial fines and penalties.
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Historically, we have addressed andfor attempted to remedy any alleged envircnmental violation upon
notification. .

QOur pre-tax expenditures for compliance with environmental laws and regulations for cdntinuihg and
discontinued operations were $.4 million in 2006, $.3 million in 2005, $.1 million in 2004, $.4 million in 2003
and approximately $1.0 million in 2002. Additionally, for sites which we have received notification of the
need to remediate, we have assessed our potential liability and have established a reserve for estimated costs
associated with the remediation. At December 31, 2006, our reserves for potential environmental liabilities
were $1.1 million for continuing operations. However, liability of potentially responsible parties under
CERCLA and RCRA is joint and several, and actual remediation expenses at sites where we are a potentially
responsible party could either exceed or be below our current estimates. We believe, based on the facts
currently known to us, our insurance coverage and the environmental reserve recorded, that our estimated
remediation expense and on-going costs of compliance with environmental laws and regulations are not likely
to have a material adverse effect on our consolidated financial position, results of operanons capital
expenditures or our competitive place in the market.

Executive Officers

Listed below are our executive ofﬁcers as of March 20, 2007. No family relationships exist among ‘our
executive officers. .

Name- - - o Age + Position

Thomas G. Brooker................ 48 President and Chief Executive Officer

John L. Patenaude . . ............... 57 Vice President — Finance, Chief Financial Officer
and Treasurer

Margaret M. Callan. . ... .. .. T 40 Corporate Controller and Chief. Accounting Officer

Thomas M. Kubis . ............... . 46 .Vice President of Operations -

William Todd McKeown ............ 41 Vice President of Sales and Marketing '

Michael D. Travis . ................ . 47 Vice Presndent of Marketing

Mr. Brooker has been our President and Chief Executive Officer since May 2006. Prior to joining us,
Mr. Brooker was a partner in Brooker Brothers LLC (a real estate development company) from December
2004 to May 2006. He served as Group President — Forms,.Labels and Office Products of Moore Wallace, a -
label and printing company and a subsidiary of R.R. Donnelly & Sons Company, a provider of print and
related services, from January 2004 through November 2004, From May 2003 to December 2003, Mr. Brooker
served as Executive Vice President of Sales for Moore Wallace Incorporated. From May 1998 through May -
2003 Mr. Brooker served as Corporate Vice Presuient of Sales for Wallace Computer Services, Inc.

'Mr. Patenaude has been our Vice President — Finance and Chlef Financial Ofﬁcer since May 1998. In
addition, since August 2000 and from May 1998 to October 1999, Mr. Patenaude has served as Treasurer.

Ms. Callan has been our Corporate Controller and Chief Accounting Officer since May 2003. She served
as our Director of Strategic Planning and Analysis from January 2001 to May 2003.

Mr. Kubis has been our Vice President of Operations since August 2006. From May 2004 to August
2006, he served as Vice President of Manufacturing for our Label Products segment. From July 2003 to May
2004, Mr. Kubis served as Vice President of Manufacturing for our Label Products division in Tennessee.
From August 1996 to July 2003, Mr. Kubis served as Plant Manager, Label Manufacturing Division, at
Wallace Computer Services, Inc., a subsidiary of Moore Corporation Limited (predecessor of R.R. Don'nelley &
Sons Company).

Mr. McKeown has been Vice President of Sales and Marketing since September 2006. From February
2005 to June 2006, Mr. McKeown was Vice President of Sales and Marketing for Interlake Material Handling,
Inc., a manufacturer of storage rack products. From January 2004 to November 2004, Mr. McKeown served as
Senior Vice President of Sates of Moore Wallace North America. From 2001 to February 2003, he served as
Vice President of Corporate Accounts for Wallace Computer Services, Inc.
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Mr. Travis has been’ Vice'President of Marketing since October. 2006. He sérved as Vice President and -
General Manager of manufacturing operations in Jefferson City, Tennessee for our Label Products division
from May 2002 to October 2006

.- LI P .
'y . N i o+

Our executive officers are generally elected to their offices each year by our Board of Dlrectors shortly

after the Annua] Meeting of Stockholders.- ~ - - 0 . - -

s - . e, F 1

A SRR Employees

Nl 1’ ' o R . P
We had 784 full-time employees at February 8, 2007, Approx1male]y 187, or 24 percent, of our - :
employees are members of one of several unions, principally the United Steelworkers of America Union. We .

believe our employee relations are satisfactory. e oo Lo
N - - 4 . P ‘
Our significant labor agreements include:

Approximate #

of Employees. .
Union . Covered Location Expiration Date
_United Steelworkers of America . ........ .. . 76,  Omaha, NE .  March3l, 2012
United Steelworkers of America ........... 63 Merrimack, NH  April 5,-2009 |,

United Commercial Food Workers . Ceee 48. Vernon, CA March 5, 2008

" Forward:Looking and Cauilonary Statements

Information we provide in this Form 10-K may contain forward-looking statements, -as defined in the
Private Securities Litigation Reform Act of 1995, We may also make forward-looking statements in other
reports we file with the Securities and Exchange Commission, in materials we deliver to stockholders and in
our press releases. In ‘addition, our represemauves may, from time to time, make oral forward- lookmg ’
statements. Forward-looking statements provide current expectations of future events based on certain
assumptions and include any statement that is not directly related to historical or.current fact. Words such' as
“anticipate,” “believe,” ‘can,” “could,” “estimate,”’ “expect,” “intend," “may,” “plan,” “project,”-“should,” *will”
and similar expressions are intended to identify such forward-looking statements. Forward-looking statements
are subject to risks and uncertainties which could cause actual results.to differ materially from those . -
anticipated. Such risks and uncertainties. include, but are not limited to, our future capital needs, stock market
conditions, the price of our stock, fluctuations in customer demand, intensity of competition from other
vendors, timing and acceptance of our new product introductions, general economic and industry conditions,
delays or difficulties in programs designed to increase sales and improve profitability, the possibility of a final
award of material damages i in our pendmg lmgauon and other risks detailed in this Form 10-K and our other
filings Wwith the Securities and Exchange Commission. We assume no obllgauon to update the information
contained in this Form 10-K or to revise our forward-looking statements., - -~ . T .

+
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Item 1A. Risk Factors

' . ' . LI ' 2 ;

The followmg 1mportam factors among others, could cause our actual operaung results ‘to differ
matena]ly from those indicated or suggested by forward lookmg statements made n th1s Form 10 Kor’
presented elsewhere by management from’ tlme to time.

at N . - 4

We face szgmficam compennon L. ‘ x

‘The ma:kets for our preducts are highly competmve and our ability to effectlve]y compete in those .
markets is critical -to our future success. Qur future performance and market' position:depend. on'a number of
factors, including our ability to react to competitive pricing pressures, our ability to hire qualified sales - -
personnel, our ability to maintain manufacturing costs, our ability to introduce new value-added products and
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services to the market and our.ability to react to " the commoditization of products. Cur performance could also
be impacted by.external factors, such as: =~ : R T T

* increasing pricmg pressures from compelitors in the markets for our products

" 3
PALETR ey .

i"* s a faster decline than anticipated in the more mature, higher margin product lines, such as heat seal and
© dry- gum products, due to changing technologies weon
- natural disasters such as hurricanes floods, earthquakes and pandémic events, which could.cause our
customers to close a number or all of their stores or operations for an extended period of time causing
~our sales to be reduced during the period of closure ) -
Ve orh . o e e
* our ability 10 pass on raw matenal price increases to customers L ‘ o
. our ability to pass on increased freight cost due.to fuel price fluctuations; .
st o . ‘ ' + - . . .

* our ability to pass on utility- cost increases; and

* slower than prOJected market growth in the radio frequency identification label market and ability to
capture market share.

Our Specialty Paper-Products segment operates a manufacturing facility in New Hampshire, which has
relatively higher labor and utility costs compared to other parts of the United States where some of our”
competitors are Iocated or operate. Some of our competitors may be larger in size or scope than we are, which
may allow them to achieve greater economies "of scale on a global basis or allow them to better withstand
periods of declining prices and adverse operatmg conditioris
In addition, there has been an increasing ‘trend among our customers towards consolidation. ‘With fewer
customers in the market for our products the strength of our negotiating position’ with these customers could
be weakened which could have an adverse effect on our pricing, margins and profitability. ' |

Y] B

. . o . ' o N s 1

Increases in raw matertaI costs or the unavailabtlity of raw materials may adversely aﬁ"ect our proﬁtabiltty

v -

We depend on outSide suppliers for most of the raw materials used in our busmess Although we believe
that adequate supplies of the raw materials we use are available, any significant decrease in supplies, any
increase in costs or a greater increase in-delivery costs for these materials could result in a decrease in our
margins, which could harm our financial condition. Our Specialty Paper Products and Label Products segments
are impacted by the economic conditions and the plant capacity dynamics within the papér and label industry.
In general, the availability and pricing of commodity paper such as uncoated face sheet is affected by the i
capacity of the paper mills producing the products. Cost increases at paper manufacturers, or other producers’ .
of the raw materials we use in our business, and capacity constraints in paper manufacturers operations could [
cause increases in the ‘costs of raw'materials, which could harm our financial condition if we are unable to
recover the cost from our customers. .Conversely, an excess supply of materials by manufacturers could result
in lower selling prices and the nsk of eroded margins

We have periodically been able to pass on significant raw material cost increases through price increases
to,our customers. Nonetheless, our results of operations for individual quarters can and have been negatively
impacted by delays between the tirne of raw material cost increases and price increases for our products to !
customers. Additionally, we may be unable to increase our prices to offset higher raw. material costs due to the
failure of competitors to increase _prices and customer resistance to price increases. Additionally, we rely on
our suppliers for deliveries of raw matenals If any of our suppliers were unable to deliver raw materials to us
for an extended period of time, there is no assurance that our raw material requirements would be met by i
other suppliers on acceptable‘terms, or at all,» which could have a material adverse effect on our. results of
operation. i i v :




A decline in returns on the investment portfolio of our defined benefit plans, changes in mortality tables
and interest rates could require us to increase cash contributions to the plans and negatively impact our
Sinancial statements,

.o . o .

Funding for the defined benefit pension plans we sponsor is determined based vpon the funded status of
the plans and a number of actuarial assumptions, including an expected long-term rate of return on plan assets
and the discount rate utilized to compute pension liabilities.. As of December 31, 2002, we froze benefits under
two of these pension plans: the Nashua Corporation Retirement Plan for Salaried Employees and the
Supplemental Executive Retirement Plan. In 2006, we also froze the benefits of the Nebraska and the majority
of New Hampshire employees included in the Nashua Hourly Employee Retirement Plan. The defined benefit
plans were underfunded as of December 31, 2006 by approximately. $22.6 million after utilizing the actuarial
methods and assumptions for purposes of Financial Accounting Standards (FAS) No. 87, “Employers’
Accounting for Pensions” and FAS 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans, an Amendment of FAS Nos. 87, 86, 106 and 132(R)” and after giving effect to the
planned curtailment of benefits. As a result, we expect to experience an- increase in our future cash
contributions to our defined benefit pension plans. We contributed $1.8 million in 2006 and expect to
contribute $5.3 million in 2007. In the event that actual results differ from the ‘actuarial assumptions, the
funded status of our defined benefit plans may change and any such resuiting deficiency could result in
additional charges to eguity and agamsl earnings and increase our required cash contnbutlons

We are dependent on key personnel and on the retention and recruiting of key personnel for our future
success. O

Our future success depends to a SIgmficant extent on the continued service of our key administrative
manufacturing, sales and senior management personnel. We do not "have employment agreements with most of
our executives and do not maintain key person life insurance on any of these executives, We do have an
employment agreement with Thomas G. Brooker, who has served as our President and Chief Executive Officer
since May 4, 2006. In addition, on Apnl 24, 2006, we entered into a letter agreement with Mr. Albert
pursuant to which Mr. Albért became our Execuuve Chairman commencing on May 4, 2006 until Decem-
ber 31, 2006 and our Chairman therafter. The loss of the services of one or more of our key employees could
significantly delay or prevent the achievement of our business objectives and could harm our business. While
we have entered into executive severance agreements with many of our key employees, there can be no
assurance that the severance agreements will provide adequate incentives to retain these employees. Our future
success also depends 'on our continuing ability to attract, retain and motivate highly skilled employees for key
positions. There is competition for qualified employees. We may not be able to retain our key employees or
attract, assimilate or'retain other highly qualiﬁed employees in the future. .

-,

. We have from time to tlme in the past expenenced and we expect to continue to experience from time to
time, difficulty in hiring and retaining highly skilled employees with appropriate quallﬁcatlons for certain
positions. .. -

‘4 W e : ‘ of
New technologies or changes in consumer preferences may ajfect our ab:lu‘y to compete successfuliy

We believe that new technologles or novel processes may emerge and that existing technologies may be
further developed in the fields in which we operate. These technologies or processes could have an impact on
production methods or on product quality in these fields.

Unexpected rapid changes in employed technologies or the development of novel processes that affect our
operations and product range-could render the technologies we utilize, or the products we produce, obsolete or
less competitive in the future. Difficulties in assessing new technologies may impede us from implementing
them and competitive pressures may force us to implement these new technologies at a substantial cost. Any
such development could materially and adversely impdct our revenues or profitablhty. or both.

Additionally, the preferences of our cuslomers may change as Lhe result of the availability of alternative’
products or services, which could impact consumption of our products
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We may be involved-in litigation relatmg to our intellectual property nghts which may have an adverse
impact.on our business. - ' e

" We rely on patent protectlon as well as a combination of copynght trade secret and trademark laws,
nondlsclosure and conﬁdenua]uy agreements and other contractual restrictions to profect our proprietary
technology. ngatlon may be necessary Lo enforce these rights, which could result in substantial costs to us
and a substantial diversion of management attention. If we do not adequately protect our intellectual property,
our competitors or other parties could use the intellectual property that we have developed to enhance their
products or make products similar to ours and compete more efficiently with us, which could result in 4
decrease in our market share. o

While we have attempted to ensure that our products and the operations of our business do not infringe
on other parties’ patents and proprietary rights, our competitors and other parties may assert that our products
and operations’may :be covered by patents held by them. In addition, because patent applications can take .
many years to issue, there may be applications now pending of which we are unaware, which may later result
in issued patents upon which our products.may infringe: If any, of our products infringe a valid patént,.we"
could be prevented from selling them unle§s we obtain a license or redesign the products to avoid
mfnngement A license. may not a]ways be avallable or may require us to pay substantial royaities. We also
may not be ‘successful in any attempt to redesign any of our products to avoid mfnngemem Infnngcment and
other intellectual property claims, regardless of merit or ultimate outcome, can be expensive and time-
consuming and can divert management’s attention from our core business.

Loes

Our information systems are critical to our business, and a failure of those systems could materially harm us.

We depend on our ability’to store, retrieve, process and manage a significant amount of information.’If
our information systems fail to perform as expected, or if we suffer an interruption, malfunction or loss of
information processing capabilities, it could have a-material adverse effect on our business.

The financial viability of Katun Corporation is critical to the indemnification relative to the Ricoh patent
infringement lmgauon and the rece:pt of future royahy streams from the sale of toner formulanons to
Katun. a

P .-
We believe we are entitled to mdemmﬁcanon from Katun for monies owed as a result of any judgment
rendered against us in this lmgauon mcludmg for damages, costs, Ricoh's attomey’s fees and interest, as well
as for monies paid to Ricoh pursuant fo any settlement of the litigation, provided that Katun has consemed to
the settiement in writing. In addition, 'we 'sold certain toner and developer formulations to 'Katun as part of the
toner llquldatlon for a future royalty stream. AR adverse change to Katun’s ﬁnancnal viability could adverscly

impact us. S . S - U

Compliance with changing regulation of corporate governance and public disclosure may result in addmanal
risks and expenses.

Changing laws, regulations and standards Telating to corporate governance and public disclosure,
including the Sarbanes-Oxley Act of 2002, new Securities and Exchange Commission regulations and the
NASDAQ Stock Market rules, are creating uncertainty for companies such as ours. These new or changed
laws, regulations and standards.are subject to varying interpretations in many cases and, as a result, their
application in practice may evolve over time as new guidance is provided by regulatory and govéming bodies,
which could result in continuing uncertainty regarding compliance matters and higher costs necessitated by
ongoing revisions to disclosure and governance practices. We are committed to maintaining high-standards of
corporate governance and public disclosure. As a result, our efforts to comply with evolving laws, regulations
and standards have resulted in, and are likely to continue to result in, increased general and administrative
expenses and management time and attention. In particular, our efforts to comply with Section 404 of
Sarbanes-Oxley and the related regulations regarding our required assessment of our internal controls over
financial reporting and our external auditors’ audit of that assessment has required the commitment of
significant financial and managerial resources. The Securities and Exchange Commission requires us to begin
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to comply with the Section 404 requirements for our fiscal. year ending December-31, 2007 We expect-our -
compliance efforts to require the continued commitment of significant resources. Additionally, if our efforts to
comply with new or changed laws, regulations and standards differ from the activities intended by regulatory
or governing bodies, our reputatton may 'be harmed and we might be subject to sanctions or lnvesttgatwn by
regulatory authorities, such as the Securities and Exchange Commission. Any such action could adversely
affect our busmess and the market pnce of our stock

4

Item 1B.‘ Unresolved Smff Commems

None, N

Item 2. Propernes ‘

: ' ' AL PR
All of. our manufactunng facnliues are located in the United States. We believe that our manufacturmg .
facilities are in good operating condition and suitable: for,.the production’ of our products.! We have .excess .. v~
manufacturing space in some locations. Our corporate offices are located in a leased. facility in Nashua, New °
Hampshire. The lease for our corporate offices expires on- May 31, 2011. v g Y

Our pnne:pal facilities are llsted below by tndustry segment locatton and pnnc1pal products produced
Except as otherwnse noted we own each of the facrllttes llsted =

.
Lo N T

_-'n.'i " - - CoE r'L‘L....""'
Prmcnpal Properties

O LI . R T it ALV

Total Square
. ...Location ] - - P, Footage ., Nature of Products Produced o
Corporate oo oot e TN T N TP '
Nashua, New Hampshire (leased).....:.. ' 8000 ' none (corporate’ offices) oo
Park R1dge Minois (leased)....... e 3,000(1) none (administratiye offices)
I P v

Spectat’ry Paper Products Segmenf . . oy .
. A sy e R A A
Memmack ‘New Hampshlre (leased) .. ... . 156,000 ° coated paper products -

Jefferson Ctty, Tennessee . .. ......:..... 198,000 converted paper products
-~ Vernon, Callfomia (leased) ..... '. - 6l 000 'converted paper products ' '
. Cranbury, New Jersey (leased) Sl e 3l 000 ' 'converted ‘paper products , y
~ Park Rldge lllmms (leased) e e ..' cooe, 8 000(1) ‘none (admimstrative ofﬁces) . .
. Plymouth, Massaehusetts (leased) ......... 7,000 . none (sales and warehousing offices) .
Kent, Washington (leased) .............. 10,000 none (warehousing)
Label Products Segment
‘Omaha, Nebraska . . ;. : 50000000 7 170,000 label products Y R
Jefferson City, Tennessee . . ............. 60,000 label products R
Jacksonville, Florida (leased)-.. ceeeon ... 42,000 label products.
* San Francisco, California (leased) £ R ARUA l- 000 ~ none (administrative offices)

LFFS o 3 O et} '

(1) Our Spemalty Paper Products segment and corporate staff share approx:rnately 11 000 square feet of ofﬁce

space in Park Rldge tIllmors AL S R S P . . . co
Item 3.1 Legal Proceedmgs N e Lt o
Cenon ' ; - " '

In August and: September 1996, two individual platntlffs filed lawsults in the Ctrcun Court of Cook -
County, Illinois against us, Cerion Technologies,  Inc., certain directors and officers:of Cerion, and our . -
underwriter, on behalf of .all persons who purchased the common stock of Cerion between' May 24, 1996 and
July 9, 1996. These two complaints were consolidated. In March 1997, the same individual plaintiffs joined by
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a third plaintiff filed a Consolidated -Amended Class Action Complaint. The consolidated complaint alleged
that, in connection - with Cerion’s initia! public offering, the defendants issued materially false and misleading
statements and omitted the disclosure of material facts regarding, in particular, certain significant customer
relationships. In October 1997, the Circuit Court, on motion by the defendants, dismissed the consolidated
complaint. The plaintiffs filed a Second Amended Consolidated Complaint alleging similar claims as the first
consolidated complaint seeking damages and injunctive relief. On May 6, 1998, the Circuit Court, on motion
by the defendants, dismissed with prejudice the Second Amended Consolidated Complaint. The plaintiffs filed
with the Appellate Court an appeal of the Circuit Court’s ruling. On November 19, 1999, the Appellate Court
reversed the Circuit Court’s ruling that dismissed the Second Amended Consolidated Complaint. The Appellate
Court ruled that the Second Amended Consolidated Complaint represented a valid claim and sent the case
back to the Circuit Court for further proceedings. On December 27, 1999, we filed a Petition with the Supreme
Court of Illinois. In that Petition, we asked the Supreme Court of Illinois to determine whether the Circuit
Court or the Appellate Court.is correct. Our Petition was denied and the case was sent to the Circuit Court for
trial. On October 8, 2003, the Circuit Court heard motions on a summary judgment motion and a class action
certification motion. On August 16, 2005, the Circuit Court issued an order granting the defendants’ motion
for Summary Judgment and dismissed the plaintiffs’ Complaint. On September 15, 2005, the plaintiffs
appealed the Circuit Court’s grant of Summary Judgment with the Appeals Court. On June 30, 2006, the
Appellate Court dismissed the plaintiffs’ appeal of the 'August 16, 2005 order by the Circuit Court which
granted the defendants’ motion for Summary Judgment. On August 4, 2006, the plaintiffs filed a petition with
the Supreme Court of lllinois for Leave to Appeal the Appellate Court’s order. On November 29, 2006, the
Illinois Supreme Court declined to hear the plaintiffs’ appeal and notice was sent to the Appellate Court
effective January 4, 2007. The plaintiffs had until January 24, 2007 to refile their claim with the Supreme
Court. Since there was no claim filed, this matter is now favorably ruled in our favor. We believe that we will
receive the value of our 37.1 percent ownership in the Cerion qumdatmg Trust Wthh was valued at

$1.5 million before income taxes at December 31, 2006. Our investment in Cenon is included under other
assets in our consolldated balance sheels ) g ‘ .

Rlcoh

On October 14, 2003, Ricoh Company, Ltd., Ricoh Corporation and Ricoh Electronics, Inc. {collectively,
“Ricoh™) filed a First Amended Complaint for Patent Infringement, Trademark Infringement, and Unfair
Competition joining us as a co-defendant in an action pending in the United States District Court for the
District of New Jersey, Civil Action No. 03-CV-2612 (WHW). The case was ongmally filed against two other
defendants in May 2003. The First Amended Complaint accuses us of willful patent infringement, trademark
infringement, trademark counterfcltmg, false advertising, false designation of origin, and unfair competition by
virtue of its manufacture and sale of toner bottles for use in Ricoh photocopiers. Ricoh seeks injunctive relief,
damages, attorneys’ fees, treble damages as a result of the alleged willful patent and trademark infringement,
and statutory damages. On December 8, 2003, we filed an Answer and Counterclaims denying Ricoh’s '
allegations, asserting affirmative defenses, and seeking declarations that Ricoh’s: patems are invalid and not
infringed, and that certain of the patents are also unenforceable.

On November 24, 2003 Ricoh filed Motions for Parnal Summary Judgment for Trademark ]nfnngemem
and Unfair Competition, and for Partial Summary Judgment of Infringement of one of the patents-in-suit.
Subsequently, the parties agreed to a schedule pursuant to which the defendants would have until January 16,
2004 to conduct discovery relative to the summary judgment motions. On February 5, 2004, the Company
joined in co-defendant Katun Corporation’s opposition to Ricoh’s Motion for Summary- Judgment of
Trademark Infringement and Unfair Competition. On February 23, 2004, we joined in co-defendant Katun
Corporation’s Opposition to Ricoh’s Motion for Partial Summary Judgment of Infringement. Katun Corpora-
tion also filed a Cross Motion for Partial Summary !udgment of No Trademark Infringement or Unfair
Competition and a Motion for Partial Summary Judgment of Invalidity of the,same patent at issue in Ricoh’s
Motion for Partial Summary Judgment of Infringement. Ricoh opposed both motions. In August 2004, the
parties filed and exchanged briefs setting forth their respective claim construction positions on the asserted
claims of the six patents-in-suit. . '
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On April 12, 2005, the District Court granted the defendants’ summary judgment motion relative to the *
trademark and unfair competition, and dismissed the.counts related to trademark mfnngement and unfair
compentron narrowing the scope of the suit. -

4

On May 12, 2005, we ﬁled a Motion for Leave to, File a First Amended Answer and Counterclaim adding
an antitrust counterclaim against Ricoh. Ricoh opposed our motion. On june 3, 2005, the Court denied.our
motion. On June 20, 2005 we filed a Motion for Reconsnderatmn which Ricoh also opposed. On July 14,
2005, the Court denied our Motion for Rec0n51derat10n

On August 2, 2005, the Court issued an opinion construing the disputed clalm terms of the six "
patents-in-suit; granting Ricoh’s"Motion for Partial Summary Judgment of Infringement of U.S. Patent
No. 6,075,963 (the “*963 patent”); granting Ricoh’s Motion for Partial Stmmary Judgment of “no invalidity”
with respect to claim 1 of the ‘963 patent; and denying the defendants’ Motion for Partial Summary Judgment
of Invalidity with respéct to claim 1 of the ‘963 patent. General Plastics Industrial Co., Lid. filed a Motion for
Reconsideration of certain aspects’of the Court’s opinion, which the’ DlS[l'lCl Court demed -on Apnl 17, 2006,

oA

On September 2 2005, Ricoh ﬁled a Monon for.Summary, Judgment on the defendants remammg
defenses related to the,'963 patent and a motion seekmg to permanently enjoin the defendants from selling the
Ricoh compatible toner bottles accused of mfrmgement in the suit, On October 17,:2005,, the defendants fi led
an Opposition to. Ricoh’s Motion for Summary Judgment and Motlon for Permanent ln_]LlIlC[lOﬂ and are
awaiting rulings from the District Court. On December 14, 2005,.the defendants filed another Motion for
Summary Judgment of [nvalidity, of the ‘963 patent. Ricoh has filed a memorandum in opposition and the
parties are awaiting a ruling from the District Court.

+

| ETR ! o

On May 19, 2006, ‘the defendants jointly filed three additional Motions for Summary Judgment of
Noninfringement and Invaltdlty of the asserted Ricoh patents. On June 26, 2006, Ricoh filed Oppositions to
the defendants” Motions for Summary Judgment, as well as Cross-Motions for’Summary Jadgment. The '
defendants’ Replies and Oppositions to Ricoh’s Cross-Motions for Summary Judgment were filed on July 31,
2006. In early May 2006, the parties completed expert discovery on Ricoh’s patent claims. Discovery on
damages and willfulness issues has been bifurcated and will be- addressed following completion of the liability
phase of the litigation. Fact discovery on other defendants’ antitrust counterclaims is now ongoing, however,
we:are,not involved in every aspect of the case. No trial date on liability issues has;been set. We are.unable to
express an opinion as to the probable outcome of this litigation., . |, N T

P P . t

We believe we are entltled to indemnification' from Katun' for monies owed as a result of any judgment
rendered against us in this ]mganon including for ddmages; costs, Ricoh’s attorney’s fees and interest, as well
as for monies paid to Ricoh in settiement of the Ricoh litigation, prowded that Katun has consented to the
settlement We and Katun are each respon51b1e for our own attomey § fees in connection with the litigation.’

o Y - o ! S . Fr et

I N L R . T '
Envn‘onmental ! : !
N o B Lor

-We are involved in.certain.environmental matters and have been designated by the Envnronmenta!
Protection Agency, referred to as the EPA, as a potentially responsible party for certain hazardous waste sites.
In addition, we have been notified by certain state environmental agencies that some of our sites not addressed
by the EPA require remedial action. Theseisites are*in'various: stages of investigation and remediation.” Due to
the unique physical characteristics of each site, the technology employed;-the extended timeframes of each
remediation, the interpretation’of applicable-laws-and regulations and the financial viability of other-potential
participants, our-ultimate cost of.femediation-is difficult to estimate. Accordingly, estimates could ‘either
increase or decrease in the future due to changes in such factors. At December -31;-2006, based on the facts
currently known and our prior experience with these matters, we have concluded that. it is probable that site
assessment, remediation' and monitoring costs will be incurred. We have estimated: a range for'these costs of*
$1.1 million t6 $2.1 million for continuing operations. These estimates could increase if other potentially
responsible parties or our insurance carriers are unable or unwilling to bear. their allocated share and cannot be
compelled to do so. At December 31, 2006, our accrual balances relating to environmental matters were
$1.1 million for continuing operations. Based on information currently available, we believe-that it is probable
that the major potentially responsible parties will fully pay the costs apportioned to them. We believe that our
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remediation expense is not likely to have a material adverse effect on our consolidated financial position or
results of operations,

Item 4. Submission of Matters to a Vote of Seéurity Holders

None.

PART II

Item 5. Market Jor Registrant’s Common Eqmty, Related Stockholder Matters and Issuer Purchases of
Eqmty Securities . . :

.

{a) Market Information, Holders and Dividends

Our common stock is listed and traded on thé' NASDAQ Global Market under the symbol “NSHA.” As of
December 31, 2006, the number of record holders of our common stock was 819. The following table sets
forth the high and low sales price per share for our common stock as reported by the NASDAQ Global Market
for each period indicated. -

Ist 2nd 3rd 4th

Quarter Quarter Quarter Quarter . Year
2006 : : R
High o oo $ 862 .$1029 $7.50  $8.48  $10.29
Low ..., JE $620 $670 $570 $596 $570
2005 ' ' S
High ..o $11.95 $ 975 $9.39  $8.01  $11.95

Low ... .. $ 847 $ B840 3575 $5.50 $ 5.50

Our ability to pay dividends is restricted under the provisions of our debt agreement which allows uvs to
use cash for dividends to the extent that the availability under the line of credit exceeds $3.0 million. We d1d
not declare or pay a cash dividend on our common stock in 2006 or 2005.

Ab) Issuer Purchases of Equity Securities during the Quarler ended December 31, 2006

The foliowing table provides information about purchases by us during the quarter ended December 31,
2006 of equity securities that are reglslered by us pursuant to Section 12 of the Exchange Act:

Maximum Number (or
Approximate Dollar

.. . ] Total Number of Value) of Shares
. ) ) Shares Purchased as (or Units) That May
Total Number Average Part of Publicly Yet be Purchased
of Shares Price Paid Announced Plans Under the
Period ) Purchased(1) per Share(2) or Programs(3) " Plans or Programs
November | through 30. . .. 5,831 $7.11 5,831 494,169
December 1 through 31.. .. 9,508 %786 © 9,508 o 484,571
Total .. ........... P 15,429 ' 15,429 :

(1) We repurchased an aggregate of 15,429 shares of our common stock pursuam 0 the repurchase program
that we publicly announced on November 6, 2006 (the “Program”).

(2) Exclusive of fees and costs. - o

(3) Our Board of Directors approved the repurchase by us of up to an aggregate of 500,000 shares of our com-
mon stock pursuant to the Program
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Item 6. Selected Financial Data - T " :

Nashua Corporation and Subsidiaries

 Five-Year Financial Review (1)

December 31,

The following table presents our selected financial data. Certain prior-year amounts have been reclassified
to conform to the current-year presentation..

LAY

' . 2006

2005

2004

2003 - 2002

(In thousands, except per share data, number of
employees and percentages)

¢ +

Operations(2)(3) " * re ! ’ : . .
Netsales........... M T $269,043 $272,585 $268,731 $267.164 3$260,068
Gross Margin percentage .. . . . o v oo v v v e e RN 15.1% 16.4% 18.6%  18.5% 19.5%
Selling, distribution, general and admmlslrauve expenses as a percentage of . . ,
SAlES L e s ' " 16.0% 15.4% 16.0% 16.9% 17.1%
Income from continuing operations before i income taxes as a percentage of .
cosales L 1.5% 0.5% 24%°  0.0% 1.1%
Income from continuing operations as a percentage of sales . . ... ... ... . 0.8% 0.2% 1.5% 0.0% 0.7%
Effective tax rate. . . ... ... e 51.0% 50.2% 38.5% 53.6% 39.5%
Income from continuing operations before income taxes. . . . ... ....... $ 4092 % 1322 § 6500 $ 125 § 2951
Income from continuing operations after income taxes. . . ............ $ 2006 § o658 § 3998 3 58 § 1,785
Income (loss) from discontinued operations(d} . . ... ..., e $ 262 § 62) $ (211 § 44 5 53]
Gain of disposal of d1scommued operations , . . . . PR e 1331 3§ - % — 35 — 8 —
Netincome . ......%..... oo tueain.. e $ 3599 $§ 596 $ 3787 § 102 § 2316
Basic and. diluted earnings (loss) per common share:
Income from continuing operations per common share . .. .. ... ..... $ 032 % 1 $ 067 § 001 3 031
Income (loss) from discontinued operations. per common share(4). . . . . . $ 026 % (OO % (0O0H S 001 $ 009
Net income per common share ., . . . .. ... ..o i . $ 058 $ 010 $ 063 $ 002 $§ 040
Income froin continuing operations per common share assuming dilution . .. § 032 $§ 0.1 § 065 $ 001 $ 030
Income (loss) from discontinued operations per common share assuming
dilution(d}. . .o e e e $ 026 $ (©O1)% (©O3)$ 001 $ 009
Net income per common share assuming dlluuon e $ 058 % 010 $ 062 § 002'5 039
Financial Position(2) . ; '
WOrKing capital . ... .ot e e e $30949 § 32,049 $ 31,662 $ 22296 $ 21,011
Total assets ... .... .o no. .. e e ... 3127615 $144919 $150960 3151676 $146,188
Non-current pomon of long-lenn debt .. $ 4750 $ 25250 $ 27350 §$ 24,200 $ 23,000
Totaldebt . . ... ... ... ... L e © % 4750 % 28750 '$ 30,750 § 27.600 -$ 25,000
Total long-term obllganons. mcludmg other long-term liabilities . . ... ... $ 33,246 $ 63,395 § 51,369 §$ 51987 3§ 48,759
Total capital employed. . .. .. ... ... .. .. ... $ 73,777 $ 82484 3 96,698 % 88,797 3 87018
Total debt as a percentage of capital employed. . .. ................ 6.4% 349% 31.8% 31.1% 28.7%
Shareholders” equity ............... P PR .5 69,027 .8 53,734 5 65948 § 61,197 § 62,018
Shareholders’ equity per common share ........................ '$ 1088 % 859 $ 1062 $ 1037 $ 1066
Other Selected Data(2) ‘ , L . .
Investment in plant and equipment {excluding acqulsltmns) O § 2785 § 3845 § 6599 § 4307 $ 4349
Depreciation and amortization . . . .. ......... . .......:i.i...... $ 6803 § 9466 § 7900 $ 7942 $ 7,381
Return on average sharcholders” equity . . ....................... 5.9% 1.0% 6.0% 0.2%" 3.5%
Common stock price mnge )
High ... ..ol e $ 1029 $-1195 § 1165 & 9350 $ 1020
Low ... .. S e $ 570 & 550 % 820 % 675 $§ 540
Year-end closmg price ........ e e $ 815 $ 702 § 1136 § B850 & 878
Number of employees from continuing opcranons. g e 784 823 830 850 945
Number of employees from discontinued operations . . ... ........... R 57 76 79 81
Average common shares outstanding, basic ... ........ . L., 6,140 6,000 6,011 5.869 5,783

(1) See Note 13 to our Consolidated Financial Statements for Selected Quarterly Financial Data required under Item 302 of Regulnt:on S-K.

(2) See Note 2 to our Consolidated Financial Statements for a description of business changes relevant to this data.

(3) Net income from continuing operations includes restructuring and unusual income of $.1 million (<.1 percent of sales) for 2003 and
2002. Net income from continuing operations for 2006 includes a $.6 million net loss related to the curtailment of pension and postretire-
ment benefits for certain hourly employees in Mermimack, New Hampshire. Net income from discontinued operations for 2005 includes a
$.4 million net toss related to the curtailment of pension benefits for certain employees in our former Imaging Supplies segment, Net
income from commumg operanons for 2004 inctudes a $1.0 million net gain related to the setilement of postretirement death benefits.
Net income from continuing operations for 2003 includes a $1.6 million net loss related to postretirement healthcare benefits for union
employees located in New Hampshire. Net income from continuing operations for 2002 includes a $.2 million net gain on the curtailment

of pension and postretirement benefit plans.
[C)

—

Income (loss) from discontinued operations for each of the years presented includes results of our foner and developer business. Incomc

from discontinued operations for 2006 also includes income from the liquidation of our former Photo UK entity and a loss related to envi-
ronmental issues resulting from our previously exited Computer Products buginess. Income from discontinued operations for 2005 also
includes a tax benefit related to the settlement of an outstanding Internal Revenue Service audit from the years 1995 through 2000.
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Item 7. .Management’s Discussion and Analysis of Financial Condmon and Results of Operations -

" Our Management Discussion and Analysis should be read in COl‘I_]UI’lC[lOl'l with liem I Busmess Item 6:
Selected Financial Data; and Item 8: Financial Statements and Supplementary Data. « - it

PO AU FPOR R B VTR ' SR ot . Al S
Overview

Our continuing operations include results of our Label Products and Specialty Paper Products segments.
Effective March 31, 2006, the toner and developer biisiness included in our former Imaging Supplies segment
is reported, under discontinued operations in the consolidated ﬁnancral statements for all penods presented We
have retamed the resm product lme of our former Imaging Supplies segment which'i is now classrﬁed in the
“all other category ‘ .

.
S . . ror !

Our net sales decreased to $269.0 million in 2006 compared to $272 6 in 2005. Our gross margin
percentage ¢ decreased to,15.1 percent in 2006 compared to 16.4 percent in 2005. Our selling and distribution
expenses decreased $.4 mitlion and our administrative expenses 1ncreased $1.5 million in 2006. Our Label
Products and Specralty Paper Products segments both operated proﬁtably i 2006. Our results from contmumg
operations before income taxes increased to $4.1 million in 2006 from $1.3 million in 2005. Our 2006 results
from continuing operations include a $9.0 million gain on the sale-of our real estate located in-Merrimack,
New Hampshire. These financial results are.further discussed in the Consolidated Results of Operations.

‘During 2006, we had numerous. developments which impacted us and our results. These' developmenls are
as follows: - 2

»:0n‘May 4, 2006, Thoimas Brooker joined us as Chief Executive Officer and President replacmg Andrew
Albert in these capacities. Mr. Albert remains with us as Chairman of the Board. .« % -

* During the first quarter, we: ' ; . o rooag

-*I'Renegotiated our credlt agreements with our lenders LaSalle Bank National Association and Bank of
- America; : oo N T v
L - T L . N P t ‘- -
* Entered into a definitive agreement with Katun Corporation relative to the sale of certain assets of
our toner ancl developer business;

i’ "'i.,"'-(.-t'

et Ex1ted our coated carbonless business sellmg certain assets including mventory, customer list and
certain trademarks to Nekoosa Coated Products LLC, incurring severance, and inventory wnte downs
in the process; and

" I
BN e e L fe '

* Froze pension beneﬁts for hourly employees m Omaha Nebraska . ‘ , -

\ ' . . .t
[

s During the'second quarter, we:® '

] vy,

e
* Consolidated our manufacturing space in Memmack New Hampshlre to approxrmately
156,000 square-feet;

oA T ¥ 4t ot
* Sold assets of our toner and deve]oper busmess of our former Imagmg Supphes segmem and

i1, % Opened a wide-format convemng fac1lrty in Cranbury, New Jersey to service our customers in the
, Mid-Atlantic and New England reglons . . S ) : T

°Dunngthethrrdquarter we: ! ‘ : L

1ol . ' ! 1 !

. - R
. Streamlmed senior management to be more alrgned with customer needs and expected future revenue

growth We recogmzed a$.7 mllhon severance charge associated with this change

ML PPN Y \ e,y e
u* Closed our: St. L0u1s Mlssoun label converting facrhty and consolidated the converting of labels into
facilities located in Jacksonville, Florida, Jefferson City, Tennessee and Omaha, Nebraska;, .-

* Moved our St. Augustine, Flortda label convertmg facrhty to a new state-of-the-art facility in.- -
“Jacksonville, Florida; --.. .. . . . . - ‘ ety




* Froze pension benefits for certain hourly employees in Merrimack, New Hampshire. We recognized a
pension curtailment loss of $.8 million; and \

* Froze benefits and terminated future benefits under our postretirement benefit plans for certain hourly
employees located in Merrimack, New Hampshire. We recognized a postretirement curtailment gain
of $.2 million.

. Dunng the fourlh quarter we: _
* Sold our real estate located in Nashua New Hampshlre for $2. 0 mllhon )

~+ Sold our real estate located in Merrimack, New Hampshire for $17.1 million, net of expenses We
' recogmzed a gain on the sale of $9.0 million. We deferred the remainder of the gain on the sale,
approximately $3.3 million, over the five-year duration of the lease for the portion of the Merrimack
property we leased back; :

. Consolldated the Label and Converting sales force and provided training to allow sales represema—
tives to focus on increasing sales with existing and prospecuve customers through a consultatwe
" process;

» Implemented a share repurchase program approving a repurchase of ‘up to 500,000 shares. As of
December 31, 2006 we have repurchased 15,429 shares of. our common stock; and

* Received a favorable ruling from the Supreme Court of Illinois relative to the Cerion shareholder
litigation.

* During the year we reduced bank-debt from approximately $26.0 million at December 31, 2005 to
$2.0 million at December 31, 2006. : :

During 2003, we experienced the following significant developments:

» During the fourth quarter of 2005, the Label Products segment completed a study of manufacturing
requirements as part of its program to operate more effectively and reduce costs. As a result of this
analysis, meaningful cost reductions in wages and benefits were identified and negoﬂaled with our
hourly employees 'in Nebraska.

* On September 13, 2005, we effected a move of the listing of our common stock from the New York
Stock Exchange to the NASDAQ Global Market Our common stock is llsted on the NASDAQ Global
Market under the symbol “NSHA."

* In June 2005, we acquired certain assets of Label Systems International (LSI) in St. Augustine, Florida.
The asset acquisition expanded our manufacturing base and enabled us 1o enter the retail shelf,
pharmacy and laser toner cartridge product lines. Operating activity relating to the assets of LSI is
reported in our Label Products segment.

 In April 2005, we announced plans to exit our toner and developer business and we entered into a
definitive agreement with Katun in January 2006.

* We made progress in the RFID initiatives throughout 2005 and had sales in the initial year of

* production of approximately $.6 million. Our list of RFID customers includes nationally recognized
consumer products goods manufacturers and other companies and organizations involved in RFID
systems. In addition, we established a solid foundation for growth by signing formal working
relationships with Alien Technologies® and Printronix, Inc. Operatmg activity relating to this product
line is reported in our Label Products segment.

* In the second quarter of 2005, we moved our wide-format corf{rening facility from the Morristown,
Tennessee facility to a 56,000 square foot Jefferson Crty, Tennessee facility, which we acqmred in
December 2004. . -

« During 2005, we continued resolving legacy issues, and in-June 2005, we reached a favorable
settlement with the Internal Revenue Service for the tax disputes dating from the years 1995-2000.
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~ During 2004, we experienced the following significant developments:

« In December 2004, we purchased property consisting of land and building contiguous to our Jefferson
City, Tennessee campus to be utilized for manufacturing by our Specialty Paper Products segment. We
moved: our wide-format manufacturing from Morristown, Tennessee to Jefferson City, Tennessee during
the second quarter of 2005. The acquisition was financed by the issuance of industrial revenue bonds by
the Industrial Revenue Board of Jefferson City, Tennessee, which ‘are supported by an irrevocable letter of
credit in the amount of $2.8 million issued by our lenders. Proceeds in excess of the cost of the building
were utilized to retrofit the building and purchase equipment utilized in Jefferson City, Tennessee.

« In Décember 2004 we executed a purchase and sale agreement with Southern New Hampshire Services
to sell our land and buildings located in Nashua, New Hampshire for $2.0 million. The sale closed in
November 2006. . - . W

* During the third quarter of 2004, we recognized a $1. 0 mllllon non-cash pre-tax gain related to the
transfer of the llablllly for retiree death benefits to ancsota Life, a subsidiary. of Securian Financial
Group. As part of the transaction, Minnesota Life assumed the liability for, and the administration of,
death benefits for approximately 580 of our retirees. The agreement was effective October 1, 2004 and
included a $2.4 million one-time premium payment to Minnesota Life.

Consolidated Results of Operations

The consolidated resulfs of operations should be read in conjunction with the individual segment results.

For the Years Ended Percent Change
December 31, 2006 vs. 2005 vs.
2006 2005 2004 2005 2004
(In millions) )
Net sales . , I
Label Products ... ...... PR e $109.7 $109.0 $1043 6 4.5
Specialty Paper Products . . ..................... o 1625 . 1667 168.0 25y (0.8
Other ... ... . i i 2.5 1.6- 1.6 56.2 —
Eliminating. ........... ... oo (5.7 4.7 {5.2) 213 - (9.6)
Consolidated Net Sales . . ............... ...\ 269.0 272.6 . 268.7 (1.3) 1.5
Gross margin , .
Label Products . . ..........ooovvnenn.. S . 163 16.1 18.8 12 (14.4)
Specialty Paper Products .......... .. e 241 28.4 312 (i5.1) 9.0)
Other ............ .... el e 2 = | —_ =
Eliminating. ......... e e e — .1 — — —
Consolidated Gross margin .. ............ P . 406 446 50.1 9.0y (11.0)
Grossmargin % . ... ..o 15.1% 164% 186%  — = —
Selling and distribution expenses. ... ... PP ©239 243 238 (l .6) 2.1
General and administrative expenses . .. ........... . 19.1 17.6 19.3 ‘85 88
Research and development expenses .. . .. e 6 6 .8 — (25.0)
Net loss (gain) on settlement/curtailment of pension and
postretirement benefits ....,......... e O . — 5 (1O — —
Other inCOMmME . . ..o v it e i s e aene e (1.2) (1.0) %)) 2.0) (429
Gain onsale of real estate. . . ... ........ ... ..... (9.0) —_ . - — —
Impairment of intangible assets . . . ................ .6 — — _— =
4 Loss from equity investmeénts'................... p 4 = 4 — —
Interest expense, net . . . . ... ... ... ... ... ... ... 1.5 1.8 1.0 7 (16.7) (80.0)
Income before income taxes from continuing , . ) . . .
OPETALIONS . . . o vttt et et e i e 4.1 1.3 6.5 2154 80.0
Income (loss} from discontinued operations, net of
taxes...... e R La 1.6 .1 “{.2) — (50.0)
Netincome. . . ... ... i i $ 36 §$ 6 %38 5000 (84.2)
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Our net sales decreased $3.6 million to $269.0 million in 2006, from $272.6 million in 2005, and
increased $3.9 million in 2005 from $268.7 million in 2004.

- » The decrease from 2005 to 2006 \-vas due to-decreased sales in our Specialty Paper Products segment
which was partially offset by increased sales in our Label Products segment.

"+ Net sales for both of our business segments is discussed in detail under “Results of Operations by
- Reportable Operating Segment.” '

Our gross margin was $40.6 million in 2006 compared to $44.6 million in 2005 and $50 1 mllhon in
2004. Our operating gross margin percentage declined to 15.1 percent in 2006 compared to 16.4 percent in
2005 and 18.6 percent in 2004.

* The margin percent in 2006 compared to 2005 deteriorated in both of our operatmg segments. These
decreases were primarily attributable to increased defined benefit pension costs, the opening of our
Cranbury, New Jersey and Jacksonwlle Florida facilities, the exit of the coated carbonless busmess and
the consolldauon of manufacturmg space and facilities in both of our segments.

* Gross margin changes, for both of our business segments,” are discussed in detail under “Results of
Operations by Reportable Operating Segment.” . . o

Selling and distribution expenses decreased to $23.9 miltion in 2006 compared to $24.3 million in 2005
and increased from $23.8 million in 2004. As a percent of sales, selling and distribution expenses remained
unchanged at 8.9 percent in 2006 compared to both 2005 and 2004,

« The $.4 million decrease in selling and distribution expenses from 2005 to 2006 was due to decreases
,of 31.1 million in our Specialty Paper Products segment, which was partially offset by increases of
$.7 million in our Label Products segment. The decrease in 2006 compared to 2005 was primarily due
to lower distribution costs related to lower sales volume in our Specialty Paper Products segment, as,
well as decreased commission expenses also related to lower sales volume.

 Selling and distribution expenses for each of our business segments are dlscussed in detail under
- “Results of Operations by Reportable Operating Segment.” . . X

General and administrative expenses increased to $19.1 million in 2006 compared to $17.6 million in
2005 and decreased from $19.3 million in 2004. As a percent of sales, general and administrative expenses
were 7.1 percent in 2006 compared to 6.5 percent in 2005 and 7.2 percent in 2004.

. The increase in general and administrative expenses in 2006 compared to 2005 was driven by increases
of $1.2 million in corporale expenses, which are unallocated to our segments, and $.4 million in our
Label Products segment partially offset by a $.1 miilion decrease in our Specialty Paper Products
segment. The increase for 2006 compared to 2005 for unatlocated corporate expenses, Label Products
and Specialty Paper Products segments, collectively, was primarily due to increased defined benefit

. pension cost and employee severance costs which was partially offset by decreased employee and bank
costs in our Specialty Paper Products segment. The increase in our defined benefit pension expense
related directly to the application of a lower discount rate and the effect of updated mortality tables in,.
2006.

. Yo N . T v o
* General and administrative expenses for both of our business segments are discussed under “Results of
Operations by Reportable Operating Segment.”

Research and development expenses remained relatively unchanged at $.6 rmlllon m 2006 compared 1o .
2005 and decreased from $.8 million in 2004, As a percent of sales, research and development expenses were,

.1 percent in 2006, 2005 and 2004.

* Research and development expenses for both of our business segments are dlscussed under “Results of
Operations by Reportable Operating Segment.”

Net loss (gain) on curtailment of pension and postretirement plans was a loss of $.6 million in 2006,
30 million in 2005 and a gain of $1.0 million in 2004, o
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* The loss of $.6 million in 2006 resulted from a loss of $.8 million related to the freezing of our defined
benefit pension plan for certain hourly employees more than offsetting the gain from the curtailment -of.
our medical postretirement benefits for certain hourly employees in our Specrally Paper Products

' segmem !ocated in Memmack New Hampshire. . 7 ‘

AR

* The gain of $1.0 million in 2004 from the curtailment of postretirement benefits resulted from the
settlement of postretirement death, benefits.

Other income increased to $1.2 million in 2006 compared to'$1.0 million in 2005 and $.7 million in
2004. Other income includes income from the rental of warehouse space previously unutilizéd by us in our-
Merrimack, New Hampshire facility mcluded in the Specralty Paper Products segment. Our Merrimack facility

was sold on November 29 2006 o ) ‘ o
. N *
Loss from equrty investments increased to $ 4 mrllron in 2006 compared to $0 mllllon in 2005 and

$:4 million in 2004. The loss of $.4 million in 2006 related to our investment in Tec Print, LLC, which is
includéd in our Labe!l Products segment. The Tec Print loss is pamally attributable to its exit of the lottery ‘
business. Qur loss of $.4 million in 2004 related to an investment’in Labelnet in our Label Products segment.

We recognized a gain on sale of real estate in 2006 of $9.0 million relating to the sale of property located
in Merrimack, New Hampshire. We entered into a five-year lease agreement with the buyer to lease back a
portion of the space for continued manufacturing use by our Specialty Paper Products segment
Joo T ettt

Net interest expense decreased to $1.5 mllllon in 2006 compared to $1.8 mllllon in 2005 and increased
from $1.0 million in 2004. Our werghted average annual interest rate on long-term debt was 7.3 percent in
2006 compared to 5.4 percent in 2005-and 3.5 percent in 2004. Our average balance on long-term debt

decreased $104 million to $19.9 million from 2005 to 2006 and decreased $2.1 million from 2004 to 2005.

» The decrease in net mteresl expense in 2006 from 2005 was primarily due to a reduction inl debt related
1o the use of proceeds from the sale of property in the fourth quarter of 2006 in addition to the
recognition of a mark-to-market acl_lustment related to our interest rate swap entered into iri the first

‘ quarter of 2006. ‘ ; c A

. The increase in interest expense from 2004 to 2005 related prlman]y to increased interest rates on bank
debt and lower interest income recogmzed in 2004 related to the settlement of a 1993 lmerest matter

with the internal Revenue Service.
1

QOur income from contmumg operations before | income taxes was $4.1 mllhon in 2006 compared to
$1.3 million in 2005 and $6.5 million in 2004.  ° ‘ o

» The $2.8 million increase in our pre-tax income from 2005 to 2006 was primarily due to the gain on
the sale of our Merrimack facility included in our Specra]ty Paper Products segment which was partially
offset by company-wide increased defined benefit pension expenses. In addition, we recogmzed

« L decreased gross miargins in gur-Specialty Paper Products segment resulting primarily from lower sales
" volumeras well as increased costs associated with exiting the carbonless product lme in addmon to
e consolldaung space in our Memmack facrlrty o . -

Tl o0 PR : .
. The $5.2 million decrease in-our pre-tax income from 2004 to 2005 was. pnmanly due to lower: gross
margins in both of our segments which were partially. offset by decreased general; admrmstruuve and

research and development expenses.

Our annua] effecuve income tax rate from contmumg operauons was a provrsron of 51.0 percent in 2006,
and is higher than the U.S. statutory ‘rate of 35 percent primarily due to the impact of state income taxes
(4.8%), the increase in the valuation reserve (7.2%) relative to the potential loss of utilization of state loss
carryforwards and credits against. state taxes, and an adjustment of deferred tax assets (3.2%). The anniial
effective income tax rate from continuing operations for 2005 was 50.2 percent. which is higher than the

U.S. statutory rate of 35 percent due to the impact of state income taxes (5.8%), an adjustment to deferred tax
assets {6.8%) and non-deductible pérmanent book-tax differences (2.6%). The annual effective rate for 2004
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was 38.5 percent which is higher than the U.S. statutory rate of 35 percent. The increase is primarily
attributable to the impact of state taxes (2.9%).

Our income from continuing operations, net of income taxes, for 2006 was $2.0 million, or $0.32 per
share, compared to income of $.7 million, or $0 11 per share, for 2005 and income of $4.0 million, or
$0.67 per share, for 2004, ‘ o _ , - S

Income (loss) from discontinued operations, net of taxes, for 2006 was $1.6 million, or $0.26 per share,
compared to losses from discontinued operations, net of taxes, for 2005 and 2004 of $.1 million, or $.01 per
share, and $.2 million, or $.04 per share, respectively. The results of our discontinued operations for each year
presented, relate primarily to the exit of our toner and developer business, which was previously included in
our former Imaging Supplies segment. The ‘results for discontinued operations for 2005 also include income
from our amended settlement agreement with the IRS resulting in the reversal of a previously estimated
accrued amount.

Qur net income for 2006 was $3.6 million, of $0.58 per share, cofnpared to $.6 million, or $0.10 per
share, for 2005 and $3.8 million, or $0.63 per share, for 2004.

Results of Operations l;y Reporfalf)le Operating Segment

Label Products Segment

For the Years Ended Percent Change ‘
December 31, 2006 vs. 2005 vs.
2006 2005 2004 2005 2004
‘ e (In millions)
Netsales ....................... e $109.7 $109.0 $104.3 .6 45
Grossmargin. .............. e 16.3 16.1 18.8 1.2 (14.4)
Grossmargin %................ [ 149%. 148% 18.0% — —
Selling and distribution expenses . ............ 7.3 6.7 63 90 63
General and administrative eXpenses. .......... 44 4.0 4.5 10.0 (11.1)
Research and development . . . . . .. S B . — —
Impairment of intangible assets e D 6 - — — —
Loss from equity investment. ... ............. 4 — 4 — —
Income from continuing operations before income ' .
BAXES « vt vt et e $ 35 $'54 8% 76 (352 (28.9)

Net sales for our Label Products segment increased to $109.7 million in 2006 from $109.0 million in
2005 and $104.3 million in 2004. :

* The $.7 million, or .6 percent, increase in net sales in 2006 compared to 2005 resulted primarily from a
$1.1 million increase in our ticket product line, $1.0 increase in our retail shelf product line, $.9 million
increase in our RFID product line and a $.4 million increase in the automatic identification product line
which was partially offset by declines of $1.1 million in our supermarket scale product line, $.8 million
in the pharmacy product line and $.8 million in our other product lines. The increase in our ticket
product line sales resulted primarily from incremental volume gained from existing customers. The
increase in our retail shelf and automatic identification product lines resulted primarily from the
acquisition of certain assets of LSI and incremental business from existing customers. The RFID sales
increase is a result of unit volume growth associated with the new product line. The decreased sales in
our supermarket scale and pharmacy product lines are primarily a result of lost business.

+ The $4.7 million, or 4.5 percent, increase in net sales in 2005 compared to 2004 resulted primarily
from a $10.2 million increase in our automatic identification product line, $1.2 million increase in the
pharmacy product line, $.6 million increase in our RFID product line and a $.1 million increase in other
product lines which was partially offset by declines. of $4.4 million in our supermarket scale product
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line, $1.6 million in the retail shelf product line and $1.4 million in our EDP product line. The.increase
in automatic identification label sales resulted primarily from incremental volume gained from new
customers, the acquisition of certain assets of LS1 and incremental business from existing customers.
‘The increase in the pharmacy product line results from the acquisition of certain assets of LSI. The
2005 RFID sales increase is a result of our initial progress in entering into the new product line. The
decreased sales in our supermarket scale and retail shelf product lines are primarily a result of lost:
business, a portion of which is now produced by the customer itself. The decreased sales in our EDP

" product line are due to market erosion as a result of printer technology changes and lost busmes; )

Gross margin for our Label Products segment increased to $16.3 million in 2006 from $16.1-million in
2005, and decreased from $18.8 million in 2004, The gross margin percentage increased to 14.9 percent in
2006.compared to 14.8 percent in 2003 and dcereased from 18.0 percent in 2004.

* The gross rnargm increase of $.2 million in 2006 compared to 2005 was primarily ‘related to mcreased
seiling price which was partially offset by unabsorbed fixed plant costs and severance related to the
facility consolidation project from St. Louis, Missouri to the plants in Florida, Tennessee and Nebraska,
severance related to the negotiated union contract with Nebraska:hourly employees, unabsorbed fixed
-cost at the Florida facility and increased employee deﬁned benefit pension costs. - i

-« The gross margin decrease of $2.7 million in.2005 compared to 2004 was: primarily related to increased
raw material costs, which have only partially been passed on to customers due to competitive- market:
conditions, as well as unabsorbed fixed plant costs at our Florida facility, which was part of our June
2005 acquisition of certam assets of LSI, and increased employee pension and workers’ compensation
costs.. : .

Sellmg and d!S[rlbUIlOﬂ expenses for our Label Products segment increased to $7.3 million in 2006
compared to $6.7 million in 2005 and $6.3 mlllmn in 2004. As a percentage of sales, selling and distribution
expenses increased to 6.7 percent in 2006 compared 6.1 percent 1n 2005 and 6 percent in 2004. The increase
in expenses in, 2006 was primarily due to increased distribution costs related to mcreased freight rates,
increased employee severance and pensmn costs and increased commission expenses related to the acquisition
of certam LSI assets "The i increase in éxpenses in 2005 compared to 2004 was primarily related to increased
commission expenses due to the acqulsltton of certain LS] assets and increased employee salary and beneﬁts
and mcreased bad debt expense

‘Genéral and administrative expenses-for our Label Products segment increased to $4.4 million in 2006
compared to $4.0 million in 2005 and decréased from $4.5 million in 2004. As a percent of sales, general and
administrative expenses increased to 4 percent in 2006 compared to 3.7 percent in 2005 and decreased from
4.3 percent in 2004. The $.4 million increase in 2006 compared to 2005 was primarily related to increased
defined benefit pension cost, legal and settlement costs and severance expense associated with management
changes occurring in the third quarter of 2006. The $.5 million decrease in expenses in 2005 from 2004 was
mainly attributable to decreased employee incentive expenses, which more. than offset an increase in -

envrronmental expense related to ongomg Omaha Nebraska site monitoring and amortization expense
"y {

Impam'nent of 1ntang1ble assets in 2006 of $ 6 million relates to the assets acquired in 2005 and 2003
from LSI and .Zebra respectively. Both, intangible assets were tested for impairment based on indicators related
to the customer lists acquired. We evaluated the carrying value of both intangible assets in relation to their
operating performance and future undiscounted cash flows and determined a portion of the, assets carrying
value is not recoverable. L . ' ' 5

" Loss from equity investment for our Label Products segment increased to $.4 million in 2006 compared
to $0 million in 2005 and $.4 million in 2004. The loss of $.4 million in 2006 related to our investment in Tec
Print, LLC. Our loss of 54 million in 2004 related to an investment in Labelnet. -

4

Income from continuing operations before income taxes for our Labe] Products segmem decreased to
$3.5 million in 2006 compared to $5.4 million in 2005 and $7.6 million in 2004.
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Specialty Paper Products Segment ' ' . R

filfy S ! . . [ TH ..
o - ,J . . For the Years Ended . Percent Change .
L - o December 31, 2006 vs. 2005 vs,
oo : : 2006 2005 2004 2005 2004

M ke e i (In millions) + * - i °
Net sales” .. ... ... e e $162.5 %1667 S$168.0 (2.5 (0.8)
" Gross i morgm .. ".' . P e 240 28.4 312 (151 (9.0
Grossmargin %. ... .....ouureiennnen.... 148% 17.0% 186%  — —

: ‘Selling and distribution expenses ............. 166 - 176 175 (57 06
Gerieral-and administrative expenses. . . . S 271 7.2 15 - 164 103y
Research and development expenses. . ......... S 6 7 (16.7) (14.3)

.,.Loss on curtailment of pension and postretirement _ .
plans ... .. o Ceeei e 6 — - - =
Ca.Otherincome. ... ... (1.2) (1.H WD G.bH (57.1)
. Income from continuing operations before income
TAKES v vt e .. $ 5 % 4y % 62 (88D, ., (339

Our Specialty Paper Products segment reported sales of $162.5 million compared o $166 7 million in
2005 -and+$168.0 million in 2004. o : o

Hos . o _

* The $4.2 rmlllon or 2.5 percent, decrease in net sales in 2006 compared to 2005 was pnmanly due 10
sales decreases of $3.9 million in our non-retail thermal point-of-sale (POS) product line, $3.0 million
in our coated carbonless product line, $1.6 million in our financial product line, $.8 million in our retail
POS prodict line, $.7 million in our bond product line aqd $.4 million in our miscellaieous other
product lines. The decreases were partially offset by sales increases of $3 0 million in our thermal
facesheet product line, $2.8 million in our wide-format product line and $.4 million in our thermal
nckct and tag product line. The net sales decrease in our non-retail thermal product line was pnmanly
due to lower unit volume sold. The net sales decrease in our coated carbonless product line ‘was the

result of the exit and saie of certain assets of the coated carbonless product line'in February 2006. The

net sales decrease in our financial product line was primarily a result of lower sales volume from a

major customer. The net sales decrease in the retail POS product line resulted primarily from the

-decreased. unit volume to a major customer. The net sales increase in our thermal face sheet products
“+» . was primarily due to increased sales volume from existing customers. The net sales increase,in our -
wide-format products resulted from new customer business.

4

v

» The $1.3 million, or .8 percent, decline in net sales in 2005 compared to 2004 was primarily due to .

. sales decreases of,$7.0 million in our non-retail thermal POS product line, $2.6 million in our thermal
ticket and tag product line, $2.5 million in our carbonless product line, $1.6 million in our. bond product
line,. $1.2 million in our dry gum product line, and $.6 million in our thermal face sheet product line,
The decreases were partially offset by sales increases of $6.0 million in our wide-format product line,

" $3.7 million in our retail product line, $2.7 million in our ribbon and laser cartridge product line,
$1.3 million in our fraud prevention product line, and $.5 million of other miscellaneous product lmes
The riet sales decrease in our thermal product line was due to the combination of lower unit’ volume

" and rediced pricing. The net sales decréase in the thermal ticket and tag products results primarily from
the loss of airline ticket business as well as lower volume to other key customers. The continued shift
in technology resulted in lower sales of dry-gum and carbonless products. The net sales decrease in our

-mermal face sheel products was primarily due to lower volume. The net sales increase in our wide-

' format producls resulted from new customer business. The net sales increase in the ribbon and laser
cartridge product line resulted from the acquisition of certain assets of LSI. The net sales increase in
our retail product: line was due to increased sales to a key customer who had-reduced its purchases' the
prior year. v :
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Gross margin for our Specialty Paper Products segment decreased to $24.1 million in 2006 compared to
$28.4 million in 2005 and $31.2 million in 2004. The gross margin percentage decreased to 14 8 percent in
2006 compared to 17 percent 1n 2005 and 18 6 percent in 2004

»y ‘ N ‘ - E R&] " e
i® 'I'he gross margin percentage decrease in 2006 compared to 2005 was due pnmartly to competitive
pricing related to thermal products used in POS applications and face sheet sold to laminators, lower,
absorption of production costs due to increased spending related to manufacturing space consolidation

Ccosts, severance ‘related to the exit of the coated carbonless business and increased utility costs

» The gross margm percentage decrease in 2005 compared to 2004 was primarily due to higher raw
-material costs which have only partially been passed on to customers, an unfavorable product mix
resulting from sales declines in the mature and higher margin dry-gum and carbonléss product lines and
lower absorption of production costs in our paper coating operations due to the decreasé in production

. volume. The decrease in gross margin percentage also resulted from competitive pricing conditions for
thermal products used i in POS applications and thermal face sheet sold to lamlnators

. Selling and dtstnbutron expenses for our Specialty Paper Products segment decreased to $16, 6 mtlhon in
2006 compared to $17.6 million in 2005 and decreased from $17.5 million in 2004 As a percentage, of sales,
selling and distribution expenses decreased to 10.2 percent in 2006 compared to 10.6 percent in 2005 and
10.4 percent in 2004. The decrease in 2006 comparéd to 2005 resulted prtmanly from decreased distribution
and commission costs, both related to decreased:sales volume. The increase in 2005 from.2004 primarily *
resulted from higher distribution expenses related to the increased freight costs and the higher wide-format
product line sales volume that carries a greater dlsmbuuon cost than other product lines, severance-cost and
increased marketing and commission expense.. ' N bt it _' T

General and admtmstrattve expenses for our Specralty Paper Products segment decreased ] $7 1 rmllton
in 2006 compared to $7.2 million in 2005 and $7 5 million in 2004. Asa percentage of sales, general and”
adrmmstratrve expenses increased 10 4.4 percent in 2006 compared to 4.3 percent in 2005 and décreased frori’
45 percent in 2004. The decreased spendingin 2006 from 2005 resulted from decreased emp]oyee ‘and bank

'

. costs partially offset by incréased legal fees associated with union negottattons i our Merrimack, New . ‘

Hampshire facility. The decrease from 2004 to 2005 resultedl,from reduced employee related costs.

‘Research and development expenses decreased to $.5 million in 2006 compared to $.6 million in 2005
and $.7 million in 2004. The decrease in 2006 from 2005 was primarily related to-decreased-employee related-
costs. The decrease in 2005 from- 2004 was primarily-attributable to headcount reductions:which occurred in 7
the ﬁrst quarter of 2005. ' '

; Income from contmumg operations before income taxes for our Specralty Paper Products segment S
decreased in 2006 to $.5 miilion from $4.1 million in 2005 and $6.2 million in 2004. ., .

: U
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Discontinued Operations -

Discontinued operations include, among other items, the results of our toner and developer business for .
all periods presented, the liquidation of an inactive foreign subsidiary and an environmental expense related to
a former division for the year ended December 31, 2006, and ‘a gain from the reversal of a tax accrual related
to IRS audits from the years 1995 through 2000 for the year ended December 31, 2005, as follows:

For the Year Ended
- December 31,

2006 2005 2004
{In thousands)

; ) L

Toner and develo;')er: _ S
Income (loss), netof taxes . ...... ... $ 91 (1,297 .3(211)

Gain on disposal, net of taxes .~ ...... e e e . 1,330 — —
Toner and developer discontinued operations, net of income taxes. . . . . C1421 (1,297 (21D
Gain from reversal of tax accrual yclated o0 IRS audits® . .....0.....: - 1,235 g
Loss from enviropméntal exposure, net of taxes . . ................ (180) — —
_Gain from liquidation on foreign subsidiary, net of income taxes . . 352 — — .
Income (loss) from discontinued operations, net of income taxes, . ... . $1593  $ “(62) $(ll_)

" On April 1, 2005, we committed to a plan to exit our toner and developer business, which was included
in our former Imaging Supplies segment, by March 31, 2006. We ceased operations of our toner and developer
business on March 31, 2006. Our toner and developer business employed approximately 70 people located
pnmanly at our facilities in Nashua and Merrimack, New Hampshire. During 2006, we sold certain
formulations and other assets of the toner and developer business and we received net proceeds of $4.1 million
and recorded a gain of $1.3 million, net "of income taxes. We retained our resin product line which was part of
our formgr Imaging Supplies segment and is now classified in the “all other” category.

Our exit of the toner and developer business resulted, in part, from our strategy to exit non-strategic
businesses. The decision was also based on our assessment of risk related to new technologies in color_and -
chemical toners where we had limited skill sets, increased cost of litigation and increases-in operating costs. -
Results of the toner and developer business are reported as discontinued operations for all periods presented.

Results of our toner and developer business for all periods presented, the liquidation of an inactive foreigri
subsidiary and environmental expense of a former division for the year ended December 31, 2006 and a gain
from the reversal of a tax accrual related to IRS audits from the years 1995 through 2000 for the year ended -
December 31, 2005 are summarized as follows:

For the Year Ended
December 31,

2006 2005 2004
. (In thousands)
Netsales. .. ... $7.459  $22,279 $20.486
Income (loss) before income taxes. .. ...... ... .. ... v ra... 2,802 (2,152) (342)
Income taxes (benefit) . . . . . e 1,209 (2,090) (131)
Income (loss) from discontinued operations ... ................ 51,93 % (62) $ (211)

Liquidity, Capital Resources and Financial Condition

Our primary sources of liquidity are cash flow provided by operations and our revolving credit facility
with LaSalle Bank National Association and other lenders. Qur cash flows from continuing and discontinued
operations are combined in our consolidated statements of cash flows. Our future cash flows from discontinued
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operations are not expected to-have a material affect on future liquidity and capital resources. Set forth below -
is a summary of our cash activity for the years ended December 31, 2006, 2005 and 2004: '

For the Year Ended

December 31
Cash Provided by (Used in): 2006 2005 2004
o Cre T ) : : (In millions)
Operating activities. . ........ $ 51 $66 $1.2
Investing activities . . . .. . P R, R 187 @3 (5.5)
Financing activities. . .. . ..o o i e L (242 {2.5) 4.0
Decrease in cash and cash equivalents. . . .. R, EETETEE $ 04 _$(0.2) ‘3(0.3)

Cash provided by operating activities * o R

Cash flow from operations of $5:1 million in 2006 was primarily generated by changés in _wdrking capital
related to decreased accounts receivable and other current asset balances and an increased accounts payable
balance which more than offset increased inventory balances across segments. The accounts recewable
decrease was related to decreases in both operatmg segments and cash collections from customers of our
former toner and developer business which was discontinued as of March 31; 2006. The increase in accounts °
payable relates primarily to increases in our Specialty Paper Products segment due to an mcreased year-¢nd
inventory balance. .

Cash flow from operations of $6.6 million in 2005 was primarilj generated by the results of op‘erations in
our Specialty Paper Products and Label Products segments which was partially offset by changes in working
capital, Working capilal changes were related to decreased accounts payable and accrued expenses in all
segmenis which more than offset decreased inventory in all segments and decreased accounts receivable in our
Specialty Paper Products and Label Products segmems :

»

Cash flow from operatlons of $1.2 million in 2004 was primarily generated by results of operauons m our
Specialty Paper Products and Label Products segments which were partially offset by changes in working
capital. Working capital changes were related to increased inventories in all segments, increased accounts
receivable primarily in our Specialty Paper Products segment, decreased accounts payable primarily in our
Label Products segment and decreased accrued expenses primarily due to payments related to Severance '
reserves accrued in 2003, '

Cash provnded by and used in mvestmg actw:tles

~ During 2006, cash generated from mvesung activities of $18.7 ‘million was prlmanly the result of
proceeds received from both the sale of properties located in Merrimack and Nashua, New Hampshire and lhe
sale of certain formulations and other assets of our toner and developer business which was dlscontmued as of
March 31, 2006. We received net proceeds of $17.1 million related to the sale of cur Merrimack, ‘New
Hampshire property, $2.0 million related,to the sale of our Nashua, New Hampshire property, $2.2 million
refated to the sale of certain formulations and other assets of our toner and developer business, and $.6 million
related to the sale of certain assets of our coated carbonless product line in our Specialty Paper Products
segment. The proceeds of $21.9 million more than offset $2.8 million of investments in plant and equipment
related to our Label Products and Specialty Paper Products segments. Capital expenditures for 2007 are
expected to be in the range between $2.0 million to $3.0 million. Funding of the projected capital expenditures
is expected to be provided by operating cash flows.

During 2005, cash used in investing activities of $4.3 million was primarily the result of investments in
plant and equipment of $3.8 million.in our Label Products and Specialty Paper Products segments and the
acquisition of certain assets of LSI in our Label Products segment.

During 2004, cash used in investing activities of $5.5 million was primarily the result of investments in
plant and equipment of $6.6 million partially offset by cash received-related to the surrender of retired
executive whole life insurance policies which were replaced with term life policies. Our investment in plant
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and equipment included the purchase of a manufactunng fac1llty located in Tennessee for use by our Specialty
Paper Products segment. - ; . : : L .

Cash provided‘ by and used in financing activities

. v + ) ,

Cash used in financing activities of $24.2 million related primarily to a repayment of our long-term debt
using proceeds from the sale of our Merrimack and Nashua, New Hampshire properties, and from the sale of
certain fonnulallons equipment and other assets from our toner and developer busmess

On March 30, 2006, we entered into the Restated Credit Agreemem wnh LaSalle Bank National
Association and other lenders to amend and restate in its entirety our Original Credit Agreement. The Restated
Credit Agreement extended the term of the credit facility under the Original Credit Agreement to March 31,
2009 and provided for a revolving credit facility of $35.0 million, including a $5.0 million sublimit for the
issuance of letters of credit, and a $2,841,425 secured letter of credit that will continue to support Industrial.
Development Revenue Bonds issued by the Industrial Development Board of the City of Jefferson C1ty,
Tennessee. The Restated Credit Agreement contains financial' covenants ‘that require us to maintain certain
financial covenants such as funded debt to adjusted earnings before interest, income taxes, depreciation and
amortization, also known as adjusted EBITDA, and a fixed charge coverage ratio. In addition, the Restated
Credit ‘Agreement extmgmshed the term loan that had existed under the Original Credn Agreement.

On January 12, 2007, we amended the Restated Credit Agreement to reduce our loans and letters of credit
availability under the credit facility from the aggregate principal or face amount of $35.0 million at any time
outstanding to the apgregate principal or face amount of $20.0 million at any time outstanding.

The interest rate on loans outstanding .under the Restated Credit Agreement, as amended is based on the
total debt to adjusted EBITDA ratio and i is, at our option, either (1) a range from zero to .25 percent over the
base rate (prime) or (2) a range from 1.25 percent to 2 percent over LIBOR. We are also subject to a non-use
fee for any unutilized portion of the revolving credit facility under the Restated Credit Agreement, as
amended, which ranges from .25 percent to 375 percent, based on our total debt to EBITDA ratio.

-

For the years ended December 31, 2006 and December 31, 2008, the weighted average annual interest
rate on our long-term debt was 7.3 percent and 5.4 percent, respectively. We had $27.9 million of available
borrowing capacity at December 31, 2006 under our revolving loan commitment. We had $3.2 million of
obligations under standby letters of credit with ,the banks which are included in our bank debt when calculatmg
our borrowing capacity. : .

Furthermore, without prior consent of our lenders, the Restated Credit Agreement, as amended, limits,
among other things, annual capital expenditures to $8.0 million, the incurrence of additional debt and restricts
the sale of certain assets and merger or acquisition activities. We may-use cash for dividends or the repurchase
of shares to the extent that the availability under the line of credit exceeds $3.0 million. We were in
compliance wnh the financial covenants and our compliance, at December 31, 2006 under the Restated Credit
Agreement, as amended is as follows

e L , ‘ , December 31, 2066
,Covenant™ . T " Requirement Compliance
* Maintain a fixed charged coverage ratio ........ ‘.. Not less than 1.5 to 1.0 20t0 1.0
. Maintain'a funded debt to adjusted EBITDA ratio . Less than 2.75 to 1.0 0710 1.0

Begmmng for our second guarter endmg June 29, 2007, our requirement under our funded debt to
adjusted EBITDA covenant ratio will be to maintain the ratio at less than 2. 25 to 1.0.
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Pursuant to our Restated Credit-Agreement, as amended, at December 31, 2006, our minimum payment: -

obligations reldting to long-term debt are as follows: -~ R R R A T AT 1L
S Lo © e 200070 2024 0 Total WS
(In thousands}
Revolving portion of long-term debt .. ... ............ EETRR $1950 $ — $1,950
Industrial revenue bond . . . ... ... ... — 2,800 2,800

$1,950 $2,800 $4,750" 4

We use denvatrve ﬁnancral 1nstruments to reduce our exposure to market risk resultmg from fluctuanons
in mterest rates Dunng the first quarter of 2006, we entered into an intérest rate swap, w1th a nottonal debt
value of $10 0 million, whrch exprres in 2011. Durmg 'the term of the agreement we have. a ﬁxed mterest rate
of 4, 82 percent on the nottonal amount and LaSalle National Bank Nat1onal Assoc1atlon as counterparty 'to" 21 .
the agreement patd us mterest at a floatlng rate based on LIBOR on the not1onal amount Interest payments .
are made quarterly ona riet settlement bas1s .

P P LN . ol le

Th1s derivative does not qualify- for hedge accounting, therefore changes in fair'value of thethedge ..c1° ")
instrument-is recognized in earnings. Interest expense was decreased fof.the mark-to-market adjustment: of;the:
derivative for2006 by $.1 million. The fair market value of the derivatives resulted inran asset of $.1 million "
at December 31, 2006, which was determined based on current mterest rates and expected-trends.” 7. . . -

L IR

- We have net deferred tax assets of $9. 8 mllhon on our consolrdated balance sheets We expect the ax, |
assets to be fully uttllzed in the future based on our expectatlons of future taxable income. We expect future .
cash expendltures o be less than taxes provided in the financial statements ’

TR [E IO FTR L

As referenced in Note 11 to our Consolidatéd -Financial Statements, we maintain defined beneﬁt pension ..

planShWe werei required to fund the qualified defined benefit plans during 2006 and. we contributed. . - = 1
$1.8 million to the. plan We can contribute approxrmately $53 mrlhon to our pens10n plans in 2007, .x’» o

)

The 2006 cash payment “for the Supplemental Executive Retlrement Plan was $. 3 mrlllon Tor 2007 the
estimated payments to retirees are $.3 million. The 2006 cash payments for postretrrement beneﬁts were
52 mrllron For 2{]07 the estimated cash payments are $.2 million. . -. : T

PO A At TRV

i During the fourth ‘quarter of 2006, our Board of Directors authorized the repurchase of. up o e

PR
s

500,000 shares of our common-stock from time’to time on the open ma:ket or in pnvately negotiated - L
transactrons We repurchased and retrred 15 429 shares totalmg $118,000: s ST e '-: i

R . . ‘ T TRUL T BT
Future obllgatlons.' b e o TR N A R R

o RN 'l : dat
We have operatmg leases pnmanly for ofﬁce warehouse and manufactunng space and electronic. data -

processing and transportation equipment. We also have capital leases primarily for automobtles computer
equipment and office equipment. The terms of these leases do not impose s1gn1f1cant restrictions or unusual
obligations. Our obligations relating to long-term debt, notes payable, purchase obligations and leases at year- ,
end 2006 were as follows:

A N TR ' : T, I RN R
Contractual Obllgatlons e L R EE TR B I R
Ve Lo b T L Less Than T © W'l More Than ¥t
ANt A SRR LI , Total’ 1 Year 1-3 Years ., '3-5 Years . .5 Years_  <lf)
PRI T ) [ , . « _ -(In thousands) ) . P S
Capital lease oblrgatlons e .o % 8 0% By B —- 8 08 e
Non-cancelable operating leases. . . . ... : 7961 1,892 @ 4514 1,555 Lo+ 2.t
Long-térm debt obligations™. .. ........ 5,118 83 2,199 TII36 T 2,800 ¢ M
[ I W . A T g e, T o 3 l,.-.nul.}
e awwe ... $13087 . $1983  ($6713  $1591 . .$2.800, .9

i~ Qurliquidity is affected by many factors, some based on the normal operations of our business andicthers
related to the-uncertainties: of 'the industry such as overcapacity and raw matérial pricing. pressures and global. .
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economies. Although our cash requirements could fluctuate based on the timing. of these factors, we believe
that our current cash position, cash flows from operations and amounts available under our revolving line of
credit are sufficient to fund our cash requirements for at least the next twelve months.

Litigation and Other Matters "

l‘ L]
Cerion , Co

o In August and September 1996, two individual plaintiffs filed lawsuits in the Clrcult Court of Cook
-County, Illinois agamst us, Cerion Technologres Inc., certam directors ‘and ‘officers of Cerion, and our
underwriter, on "behalf of all _persons who purchased the common stock of ‘Cerion between May 24, 1996 and
July 9, 1996 These two complaints were consolidated. In March 1997 the same individual plamtlffs joined by
a third plamtlff filed a Consolidated Amended Class Action Complaint, The consohdated complamt alleged |
that, in connection with Cerion’s initial public offering, the defendants 1ssued materially false and mlsleadmg "
statements and omitted the disclosure of material facts regarding, in partlcular certain significant customer
relationships. In October 1997, the Circuit Court, on motion by the defendants, dismissed the consolidated
complaint. The plaintiffs filed a Second-Amended Consolidated Complaint alleging similar claims as the first.
consolidated complaint seeking damages and injunctive relief. On May 6, 1998, the Circuit Court, on motion '
by the defendants, dismissed with prejudice the Second Amended Consolidated Complaint: The plaintiffs filed
with the Appellate Court an appeal of the Circuit Court’s ruling. On November 19, 1999, the Appellate Court
reversed the Circuit Court’s ruling that. dlsmlssed the Second Amended Consohdated Complamt The Appellate
Court ruled that the Second Amended’ Consohdated Complamt represented a valid claim and sent the case
back to the Circuit Court for further proceedmgs On December 27, 1999, we filed a Petitiori with the Supreme
Court of llinois. In that Petition; we asked the Supreme Court of Illinois to determine whether the Circuit
Court or the Appellate Court is correct. Our Petition was denied and the case was sent to the Circuit Court for
trial. On October 8, 2003, the Circuit Court heard motions on a summary judgment motion and a class action
certification motion. On August 16, 2005, the Circuit Court issued an order granting the defendants motion,
for Summary Judgment and dlsmlssed the p]amuffs Complalnt On September 15, 2005, the plalntlffs '
appealed the Circuit Court’s grant of Summary Judgment with the Appeals Court. On June 30, 2006, the’
Appellate Court dismissed the plaintiffs’ appeal of the August 16, 2005 order by the Circuit Court which
granted the defendants’ motion for Summary Judgment. On August 4,-2006, the plaintiffs filed a petition with
the Supreme Court of Illinois for Leave to Appeal the Appellate Court’s order. On November 29, 2006, the
Illinois Supreme Court declined to hear the plaintiffs’.appeal-and notice was sent to the Appellate Court
effective January 4, 2007. The plaintiffs had until January 24, 2007 to refile their claim with the Supreme
Court. Since there was no claim filed, this matter is now favorably ruled in our favor. We believe that we will
receive the value of our 37.1 percent ownership in the Cerion Liquidating Trust which was valued at
$1.5 million before income taxes at December 31,2006. Our mvestment in Cenon is mcluded under other
assets m our consohdated balance sheets.

i . . P J [T

Ricoh : : ' Y

)

On October 14, 2003, Riceh filed a First Amended Complaint for Patent Infringement, Trademark
Infringement, and Unfair Competition joining us as a co-defendant in an action pending in the United States. .
District Court for the District of New Jersey, Civil Action No. 03-CV-2612 (WHW), The case was originally
filed against two other defendants in May 2003. The First'Amended Complaint accuses us of willful patent
infringement, trademark infringement, trademark counterfeiting, false advertising, false designation of origin,
"and unfair competition by virtue of its manufacture and sale of toner bottles for use in Ricoh photocopiers.
Ricoh seeks injunctive relief, damages, attorneys’ fees, treble damages as a result.of the alleged willful patent
and trademark infringement, and statutory damages. On December 8, 2003, we filed an, Answer and
Countérclaims denying Ricoh’s allegations, asserting affirmative defenses, and seeking declarations that
‘Ricoh’s patents are invalid and not infringed, and that certain of the patents are also unenforceable.

. On November 24, 2003, Ricoh filed Motions for-Partial Summary Judgment’ for Trademark Infringernent
and Unfair Competition, and for Partial Summary Judgment of Infringement of .one of-the patents-in-suit. -
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Subsequently, the parties agreed to a schedule pursuant to which the defendants would have until.January 16,
2004 to conduct discovery relative to the summary judgment motions. On February 5, 2004, the Company
joined in co-defendant Katun Corporation’s opposition to Ricoh’s Motion for Summary Judgment of
Trademark Infringement and Unfair Competition. On February 23, 2004, we joined in co-defendant Katun
Corporation’s Opposition to Ricoh’s Motion for Partial Summary Judgment of Infringement. Katun Corpora-
tion also filed a Cross Motion for Partial Summary Judgment of No Trademark Infringement or Unfair
Competition and a Motion for Partial Summary Judgment of Invalidity of the same patent at issue in Ricoh's
Motion for Partial Summary Judgment of Infringement. Ricoh opposed both motions. In August 2004, the
parties filed and exchanged briefs semng forth their respecuve claim construction positions on the asserted
claims of the six patents-in-suit.

B On Apnl 12 2005, the District Court granted the defendants’ summéxy judgment motion relative to the
trademark and unfair competition, and dismissed the counts related to trademark mfnngement and unfair
compeutlon narrowing the scope of the suit: - '

On May 12, 2005, we filed a Motion for Leave to File a First Amended Answer and Counterclaim adding
an antitrust counterclaim against Ricoh. Ricoh opposed our motion. On June 3, 2005, the Court denied our
motion. On June 20, 2005, we filed a Motion for Reconsideration, whlch Ricoh also opposed. On July 14,
2003, the Court denied our Motion for Reconsideration.

On August 2, 2005, the Court issued an opinion construing the disputed claim terms of the six
patents-in-suit; granting Ricoh’s Motion for Partial Summary Judgment of Infringement the ‘963 patent
granting Ricoh’s Motion for Partial Summary Judgment of “no invalidity” with respect to claim 1 of the "963
patent; and denying the defendants’ Motion for Partial Summary Judgment of Invalidity with respect to claim
1 of the 963 patent. General Plastics Industrial Co., Ltd. filed a Motion for Reconsxderat:on of certain aspects
of the Court’s opinion, which the District Court denied on April 17, 2006. '

On September 2, 2005, Ricoh filed a Motion for Sumimary Judgment on the defendants’ remaining
defenses related to the ‘963 patent and a motion seeking to permanently enjoin the defendants from selling the
-Ricoh compatible toner bottlés accused of infringement in the suit. On October 17, 2005, the defendants filed
an Opposition to Ricoh’s Motion for Surnmary Judgment and Motion for Permanent Injunction and are
awaiting rulings from the District Court. On December 14, 2005, the defendants filed another Motion for
Summary Judgment of Invalidity of the ‘963 patent. Ricoh has filed a memorandum in opposition and the
parties are awaiting a ruling from the District Court.

On May 19, 2006, the defendants jointly filed three additional Motions for Summary Judgment of
Noninfringement and Invalidity of the asserted Ricoh patents. On June 26, 2006, Ricoh filed Oppositions to
the defendants’ Motions for Summary Judgment, as well as Cross-Motions for Summary Judgment. The
defendants’ Replies and Oppositions to Ricoh’s Cross-Motions for Summary Judgment were filed on July 31,
2006. In early May 2006, the parties completed expert discovery on Ricoh’s patent claims. Discovery on
damages and willfulness issues has been bifurcated and will be addressed following completion of the liability
phase of the litigation, Fact discovery on other defendants’ antitrust counterclaims is now ongoing, however, -
we are not involved in every aspect of the case. No trial date on liability issues has been set. We are unable to
~ express an opmlon as to the probable outcome of this litigation.'

We behevc we are entitled to indemnification from Katun for monies owed as a result of any judgment
rendered against us in this litigation, including for damages, costs, Ricoh’s attorney’s fees and interest, as well
as for monies paid to Ricoh in settlement of the Ricoh litigation, provided that Katun has consented to the
settlement. We and Katun are each responsible for our own attorney’s fees in connection with the litigation.

Enwronmental

We are involved in certain environmental matters and have been desngnated by the EPA as a potentially
responsible party for certain hazardous waste sites. In addition, we have been notified by certain state
environmental agencies that some of our sites not addressed by the EPA require remedial action. These sites
are in various stages of investigation and remediation. Due to the unique physical characteristics of each site,
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the technology employed, the extended timeframes of each remediation, the interpretation of applicable laws |
and regulations and the financial viability of other potential participants, our ultimate cost of remediation is
difficult to estimate. Accordingly, estimates could either increase or decrease in the future due to changes in
such factors. At December 31, 2006, based on the facts currently known and our prior experience with these
matters, we have concluded that it is probable that site assessment, remediation and monitoring costs will be
incurred. We have estimated a range for these costs of $1.1 million to $2.1 million for coatinuing operations.
These estimates could increase if other potentially responsible parties or our insurance carriers are unable or -
unwilling to bear their allocated share and cannot be compelled to do so. At December 31, 2006, our.accrual
balances relating to environmental matters were $1.1 million for continuing operations. Based on information
currently available, we believe that it is probable that the major potentially responsible parties will fully pay
the costs apportioned to them. We believe that our remediation expense is not llkeiy to have a material adverse

effect on our consolidated financial position or Tesults of operauons _
* i

We are involved in various other lawsuits, claims and inquiries, most of which. are routine 1o .the nature of
our business. In the opinion of our managemem the resolution of these matters will not materially affecl our
company.

- '
f 1 . R ' W it

Application of Critical Accounting Policies

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
requires that we make estimates and assumptions for the reporting period and as of the financial statement
date. Our management has discussed our critical accounting estimates, policies and related disclosures with the
Audit/Finance and Investment Committee of our Board of Directors. These estimates and assumptions affect
the reported amounts of assets and liabilities, the disclosure of contingent liabilities and the reported amounts
of revenues and expenses. Actual results could differ from those amounts. C e

Critical accounting policies are those that are important to the portrayal of our financial condition and
results, and which require us to make difficult, subjective and/or complex judgments. Critical accounting
policies cover accounting matters that are inherently uncertain because the future resolution of such matters is
unknown. We believe that our critical accounting policies include: e

Accounts Receivable — Allowance fof Doubtful Accounts - . I

We evaluate the collectibility of our accounts receivable based on a combination of factors. In
circumstances where we become aware of a specific customer’s inability to meet its financial obligations to us,
such as a bankruptcy filing or a substantial downgrading of a_customer’s credit rating, we record a specific
reserve to reduce our net receivable to the amount we reasonably expect to collect. We also record reserves for
bad debts based on the length of time our receivables are past due, the payment history of our individual
customers and the current financial condition of our customers based on obtainable data and historical payment
and loss trends. After management’s review of accounts receivable, we decreased the allowance for doubtful .
accounts to $.5 million at December 31, 2006 from $.9 million at December 31, 2005. Uncertainties affecting
our estimates include future industry and economic trends and the related impact-on the financial condition of
our customers, as well as the ability of our customers to generate cash flows sufficient to pay us amounts due.
If circumstances change, such as higher than expected defaults or an unexpected material adverse change in a
customer’s ‘ability to meet its financial obligations to us, our esumates of the recoverability of the recelvables
due us could be reduced by a matena] amount. _ :

b . . . . i
Inventories — Slow Moving and Obsolescence

We estimate and reserve amounts related to slow moving and obsolete inventories that result from
changing market conditions and the manufacture of excess quantities of inventory. We develop our estimates
based on the quantity and quality of individual classes of inventory compared 1o historical and projected sales
trends. Inventory values at December 31, 2006 have been reduced by a reserve of $1.3 million, based on our
assessment of the probable exposure related to excess and obsolete inventories. Qur estimated reserve was
$1.1 million at December 31, 2005. Major uncertainties in our estimation process include future industry and .
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economic trends, future needs of our customers, our ability to retain' or replace our customer base and other
competitive changes in the marketplace. Significant changes in any of the uncertainties used in estimating the .
loss exposure could résult.in a materially different net realizable value for our inventory.

EET ) . 0

Goodwill and Amortizable lntanglble Assets _ ' - e P

As of December 31, 2006, we had $31.5 rmlllon of recorded goodwﬂl Effecuve January l 2002, we
adopted Statement of Financial Accountmg Standards No. 142, “Goodwill and Other Intangible Assets,” or
FAS 142. Under FAS 142, goodwill and indefinite lived intangible assets are no longer amortized but’are -
reviewed annually, or more frequently if impairment indicators arise, for impairment. We have performed the
annual impairment tests required by FAS 142 and have concluded that no impairment exists as of November 3,
2006. We computed the fair value of our reporting units based on a discounted cash flow model and compared
the result to the book value of each unit. The fair value exceeded book value for each reporting unit as of our
valuation date of November 3, 2006. Significant’ estimates included in our valuation included future business
results and the dlscount rate. These future operating results are dependent on increasing sales volumes, which "
will have an 1mpact on' our’ gross margm due to available capacity’at our plants These future operating results
will be impacted by the results of an investment in our sales force as well as managing our cost structure b
Changes in our estlmated future operatmg results or discount rate could s1gnlﬁcantly 1mpacl our carrylng value
of goodwﬂl s :

As of December 3t, 2006 we had $ 6 million of 1ntanglbles net of amortization. ‘

.

Pension and Other Postretirement Benefits_ .

K . ‘. - R PET |

The most sngmﬁcam elements in determining our pension income or expense are ‘mortality tables, the
expected return on plan’ assets and the discount rate. We assumed an expected long -term rate of return on plan
assets of 8.5 percent for each of the years ended December 31, 2006 and December 31, 2005. The assumed
long -term rate of return on assets is applied to a calculated value of plan assets, which recogmzes changes. in
the fair value of plan assets in a systematic manner over five years. This produces the expected return on plan
assets that is included in the determination of our pension income or expense. The difference between this
expected return and the actual return on plan assets is deferred. The net deferral of past asset gains or losses
affects the calculated value of plan assets and, ultimately, our future pension income or expense. Should our
long-term return on plan assets either fall below or increase above 8.5 percent, our future pension expense
would either increase or decrease. — : o

.

Each year, we determine the discount rate to be used to discount plan’liabilities which Teflects the current
rate at which'our pension liabilities could be effectivély seltled The discount rate that we utilize for
determmmg future benefit obligations is based on a review of long-term bonds, including publ1shed indices,
which receive one of 'the two highest ratlngs given by recognized ratings agencies. For the year ended :
December 31, 2005, we used a discount rate of 5.5 percent. This rate was used to determine fiscal year 2006
expense. For the year ended December 31, 2006 disclosure purposes, we used a discount rate of 6 percent.
Should the discount rate either fall below or increase above 6 percent, our future pension expense would either
increase or decrease accordingly. Our policy is to defer the net effect of changes in actuarial assumptions and
experience. As discussed in detail in Note 11 to our Consolidated Financial Statements, we froze benefits
under our salaried pension plans effective December 31, 2002 and during 2006, we froze benefits for certain
employees under our hourly pension plan in Memmack New Hampshlre and Omaha, Nebraska.

At December 31, 2006, our consolidated pension habll:ty was $22.6 million compared to a consolldated
pension liability of $32.2 million at the end of 2005. We recognized incremental comprehensive income of
$10.4 million for 2006 related to our defined benefit pension plans. We recognized pre-tax pension expense -
from continuing operations of $3.9 million, .which includes an $.8 million expense related to the curtailment of
pension benéfits, for the year ended December 31, 2006, compared to $2.1 million, which included a .
$.4 million expense related to the ciirtailment.of pension benefits, in 2005. Future changes in our actuarial
assumptions and investment results due to future interest rate trends could have a material adverse effect on
our future costs and pension obligations. ' CE : :
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At December 31, 2006, our liability for our other postretirement benefits was $.8 million compared to
$3.4 million at December 31, 2005. In connection with our adoption of FAS 158 and a negative plan
amendment related to our postretirement benefit plan, we recognized incremental comprehensive income of
$1.8 million ($1.1 million, net of income taxes) in 2006. We recognized pre-tax income for our other
postretirement benefits for continuing operations of $.2 million in 2006 which related to the curtailment of
benefits for certain hourly employees in our Specialty Paper Products segment.

-Assumed health care cost trend rates for us have a sxgmﬁcam effect on the amounts reponed for our
health care plan. Our assumed health care cost trend rate is 9 percent for 2007 and ranges from 9 percent to-
5 percent for future years.

Stock Based Compensation

Effective January 1, 2006, we adopted the fair value recognition provisions of Statement of Financial
Accounting Standard 123 (revised 2004) “Share-Based Payment,” or FAS 123R, using the modiﬁed-prospec_tive
application method for new awards and to awards modified, repurchased or cancelled after the FAS 123R .
effective date, January 1, 2006. Additionally, compensation cost for the portion'of awards for which the '
requisite service has not been rendered that are outstanding on January 1, 2006 is recognized based on the fair
value estimated on grant date and as the requ1s1te service is rendered on or after January 1, 2006. Prior period
financial statements are not restated to reflect the effect of FAS 123R under the modified-prospective transition
method. :

For the year ended December 31, 2006, the effect of the adoption of FAS 123R was a decrease 1o income
from continuing operations and a decrease to net income of $.1 million.

Compensation expense for the year ended December 31, 2006 for restricted stock awards was $.1 million
and is included in selling, general and administrative expenses. Total compensation related to non-vested
awards not yet recognized at December 31 2006 is $.2 million, which we expect to recognize as compensatlon
expense over the next three years

Deferred Tax Assets

As of December 31, 2006, we had’ approxnmately $9.8 million of deferred tax assets. During 2006 we
reduced deferred tax assets by $3.3 million of which $2.3 million was associated with minimum pension
liability adjustments as discussed in detail in Note 11. A portion of our deferred tax assets relates to state tax
credits and loss carryforwards that expire between 2006 and 2020. We have a valuation allowance of .
$.8 million for our state loss carryforwards plus $.9 million related to our pension accrual charged to other
comprehensive loss. Although realization of our deferred 1ax assets is not assured, managemem believes it is
more likely than not that all of the net deferred tax asset will be realized. Significant changes in any of the
estimated future taxable income could impair our ablllty to utilize our deferred tax assets. Additional
disclosures relating to income taxes and our deferred tax assets are included in Note 6.

Environmental Reserves

We expense environmental expenditures relating to ongoing operations unless the expenditures extend the
life, increase the capacity or improve the safety or efficiency of our property, mifigate or prevent environmen-
tal contamination that has yet to occur and improve our property compared with its original condition or are
incurred for property held for sale. We record specific reserves related to site assessments, remediation or
monitoring when the costs are both probable and the amount can be reasonably estimated. We base estimates
on in-house and third- party studies considering current technologies, remediation alternatives and current-
environmental standards. In addition, if there are other participants and the site is joint and several, the
financial stability of other participants is considered in determining our accrual. At December 31, 2006, we
believe the probable range for future expenditures is $1.1 million to $2.1 million and have accrued $1.1 million.
The increase in our accruals from $.9 million at December 31, 2005 was primarily due to the recognition of -
liabilities which are covered by insurance.
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Uncertainties affecting our estimates include changes in the type or degree of contamination uncovered
during assessment and actual clean-up; changes in available treatment technologies; changes in the financial
condition of other participants for sites. with joint and several respensibility; changes in the financial condition
of insurance carriers financially responsible for our share of the remediation costs at certain sites; and changes
in local, state or federal standards or the application of those standards by govemnmental officials. We believe a
material change in any of thc uncertainties described above could result in spending materially different from
the amounts accrued.

New. Accounting Pronouncements

* In September 2006, the Financial Accounting Standards Board, or FASB, issued Statement of Financial
Accounung Standards No. 157, Fair Value Measurements (FAS 157). This standard defines fair value,
establishes a market-based framework or hlerarchy for measuring fair value, and expands dlsclosures about
fair value measurements. FAS 157 is applicable whenever another accounting pronouncement reqmres or
permits assets and liabilities to be measured at fair value. FAS 157 does not expand or require any new fair
value measures, however, the apphcatmn of this statement may change current practice. The requirements of -
FAS 157 are effective for our fiscal year beginning January 1, 2008, We are in the process of evaluating this
guidance and therefore have not yet determined the impact that FAS 157 will have on our financial statements
upon adoption. .

In June 2006, the FASB.issued FASB imerpretanon No. 48, Accounting for Uncenamty in Income
Taxes — an Interpretation of FASB Statement No. 109 (FIN 48). This interpretation clarifies the accounting -
for uncertainty in income taxes,by prescribing a minimum recognition threshold for tax positions taken or
expected to be taken in a tax return that is required to be met before being recognized in the financial
‘statements. FIN 48 also provides-guidance on derecognition, measurement, classification, interest and
penalties, accounting in intetim periods, disclosure and transition. The requirements of FIN 48 are effective for
our fiscal year beginning January 1, 2007. We are in the process of evaluating this guidance and therefore
have not yet determined the impact that FIN 48 will have on our financial statements upon adoption.

4 . '

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
Interest Rate Risks - :

We are exposed to market risks from interest rate fluctuations relating to our debt. On January 19, 2006,
we entered into an interest rate swap agreement for a portion of our debt. We use interest rate swaps to help
maintain a balance between fixed and floating rate debt and to manage financing costs. "

We performed a sensitivity analysis assuming a hypothetical 10 percent increase in'interest rates for our
debt and interest rate swap agreement as of December 31,.2006. This analysis indicated that a 10 percent
increase in interest rates would not have a ‘material effect on our consolidated financial position, results of
operations or cash flows. Actual changes in mterest rates and their impact on us could dlffer materlally from
_this hypothetical analy515
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Item 8. - Financial Statements ana‘ Supplememary Data - 4 T T

I LA -t o , . S "-" I I i I SRR 1t
e ' NASHUA CORPORATION AND SUBSIDIARIES ~ 7 "~ """ ™"
L CONSOLIDATED STATEMENTS OF OPERATIONS S -

HUSTE o . PR A . * "' Year Ended December 31,
2006 2005 - ¢ - 2004
(In thousands, except per share data)
Netsales . ... e e e $269,043  $272,585 - $268,731
Cost of products sold .o e e i e e e fo. - 228389 - 227972 . 218,654
Gross margm hL ; L S SO AR "'40654 YT 44613 ¢ *50,077
Selling and dlsmbuuon expenses.’. Y e PR, - o 23 894 . 24 329_' v 23, 788
Genera] and admlmstranve expenses . e g . .: 19 085 17 646 | 19, 295
Research and deve]opment EXPEnse . .. ... ... ..., e NI N . - SUPR 562_ I _780
Net-loss (gain) on curtailment of pension and. postretlremem planso. ... .. 580 o w— 0 - (97D
Loss:from equity investment . ... .. .............. O £ ¥ ) I L T B " 416
Gain on sale of real estate. .. ... ... [ (8,976) —r —
Impairment of intangible assets. . ........ S N T AP 565 0 0 e Pl —
Interest-expense . . .. . A LUl oaaco by e sIL - 1758 4 1,323
Imerestil;lcome..'...'7....' ..... R AN AU TAR I PR B (LA _ "(313)
Other incor[ne R A U e “’(T,lsi)' o 038) (741)
Income from continuing operatlons before income taxes-... ... e teae e 4092 L 1322 L 6 500
Provision for income taxes ... ' ... .o o .. il teeoa e Y 2086000 o664, N 42,502
Income froin'con'tihﬁi'né'oi;efations . Sl 006 Y 658 ‘3;9'93
Income (loss) from discontinued operation_s, ne.t_'(l)f BXES ..o 1,593, ... (62  (211)
Netincome. .. ... e e e e $ 3599 $ 59 § 3,787
Per share amounts: ' T S e ISR o
Income from continuing operatlons per common, share .............. 3. 032 % .011- %4 067
Income (loss) from discontinued operations per common share. .. ... L . 0264 o (001, (0.04)
Net-income per common share ... .:. ..o .. EATVR $.-058-.% .0.10,, $, 063
Incorié from contmumg operauons aper common share- assummg ' "’f"'_. ' e B ‘ o u
ditufion” LT T Vioote032 8 01t 8T 065
P T s gt -, VA
Income (loss) from dlscontmued operaUOns per common share"" o
assuming dilution ... ... ... .. ... ... ... ... ... 0267 ' (001 T {0.03)
Net income per common share-assuming dilution. .. .............. $ 058 §$ 010 3% 0862
Average shares outstanding:
Common shares ... ...t . 6,140 6,090 6,011
Common shares-assuming dilution. .. .. ....................... 6,194 6,191 6,130

The accompanying notes are an integral part of these consolidated financial statements.
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NASHUA.CORPORATION AND SUBSIDIARIES
‘.- . CONSOLIDATED BALANCE SHEETS

December 31,
. N ' 2006 - 2005
) ' o N (In thousands, except
h - S . . share data)
. .. ASSETS . ! et
Current assets . ‘ . ‘ i T
- Cash and cash equivalents . .............. Sheteeaiiaiiins, S "$ 4 289 -8 653
" Accounts receivable . . . . . P PP e et 29,568 33,922
Inventories: - A . < Co s
Raw materials ............ e e e e e e e ) -1\1,919 -« 11,789
WOrK M PrOCESS . . oo vttt e e .- 2,625 3,145
Finished goods . ... ..... O P i 9.220 ' 7,350
E : LT S 23764, 22,284
Other current @ssets . . ... tiine i B e 2,670 2,980
; ' ' 56,291 " 59,839
Plant and eqmpmem ’ ' ' ' ‘ L :
Land . ..... P e e S o986 - . 1,322
** Buildings and improvements. . . . . . O, RPN e R 16,151 32,553
Machinery and equipment .. ......... .. L. Ll 52,995 70,851
L Constuction in Progress. . . .. .. .ottt e PPN 2718 . 142
_ 70,410 ., 104,868
~Accumulated depreciation. . . . . . e e e PP - (44 011) (68,406)
| ' 26399 36,462
Goodwill . ................. S e e e © 31,516 31,516
Intarigibles, net of amortization .. ... .. .. G witoee L 606 © 1,773
~ Loanstorelated parties .. ........ .. ... .. oL, e . . Lo0M 1,015 -
Otherassets. . ...........cennenn. e £ 3P 11,732 - . 14,314
Total aSsets. .. ..ovvuervvnnrnenn. .. P . 3127615 $144.919 -
. - LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities 5 o _ .
Accounts payable. ........... e Tl $16620 8 14,992
Accrued expenses. . ............ A 8,639 8,965
Cumrent maturities of long-term debt . . . .. ... ... ... .. ... .. . .. il T2 — 3,500
Current maturities of notes payable to related parties. .. ... .. ... ... ... .. .. Lo 83 ' 1333
: 125342 21,790
Long-term debt, less current portion. .. ............. e e 4,750 25,250
Notes payable to related parties . .. ... ... . e e e ' 285 ° 368
Other-long-term liabilities . . ... ... ... . .. .. .. i s ©o28.211 31977
Commitments and contingencies (see Note 10) . . -
Sharcholders’ equity: 7 .
. Common stock, par value $1.00; authorized 20,000,000 shares; issued and o : vt e
outstanding 6,344,178 shares in 2006 and 6 ,259,084 shares in 2005 ........... 6,344 ‘6,259
Additional paid-incapital . .. . ... .. . A 15,998 15,764
Retained eamnings. . . . ... ... ... e e s e 61,358 57,860
Accumulated other comprehensive loss:
Minimum pension liability adjustment, netoftax .............. ... ... ... (14,673) - (26,149)
69,027 53,734
Total liabilities and shareholders’ equity ......... .. ... .. ... .. .. v v.s, $127,615  $144.919
The.accompanying notes are an integral part of these consolidated financial statements.
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NASHUA CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

3

Balance, December 31, 2003. .. ... ..

Stock options exercised and related tax '
benefit.......................

Comprehensive income:
Net income

Minimum pension liability

_ adjustment, netof tax . .........

Comprehensive income

Balance, December 31, 2004. . . . . . _.

Stock options exercised and related tax

benefit............... ... ...
‘Comprehensive loss:
Net income

Minimum pension liability
adjustment, netof tax . . ... .....

Comprehensive loss . .. ............

Balance, December 31, 2005. . ... . ..

Stock options exercised and related tax

benefit.................... ...
" Stock-based compensation . .. .......
Restricted stock issued. . . . .. B
Restricted stock forfeited . . ... ... ...

Purchase and retirement of treasury
shares

Adjustments to initially apply
SFAS No. 158, netoftax . ........

Comprehensive income:

, Net income
Minimum pension liability
adjustment, net of tax . . .. ... ...

Comprehensive income
Balance, December 31, 2006. . ... ...

Accumulated

Additional Other
Common Stock Paid-In  Retained Comprehensive
Shares Par Value Capital Earnings Income (Loss) Total
{In thousands, except share data} )
5,902,734 $5903 $14,515 $53.477 $(12,698) $61,197
170000 170 1,105 - — 1,275
136,000 136 (136) — — _—
— — — 3,787 — 3,787
— — — — (€100 311)
3476
6,208,834 6,209 15,484 57,264 (13,009) 65,948
50,250 50 280 — — 330
— — — 596 — 596
—_ — — — "(13,140) (13,140}
(12,544)
6,259,084 6,259 15,764 57,860 (26,_149) 53,734
52,850 52 242 — — 294
— — 42 —_— H— 42 ‘
95,000 95 (95) — _ —
(47,327) - 47 47 — — —
( 5,429) (15) {2) (101) S (118)
—_ _— — — 1,082 1,082
— — — 359 — 3,599
_ — — — 10,394 10,394
) 13,993
$15,998 $61,358 $(14,673) § 69,027 7

The accompanying notes are an integral part of these consolidated financial statements.
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NASHUA CORPORATION:AND SUBSIDIARIES
. CONSOLIDATED STATEMENTS OF CASH FLOWS

. . A Year Ended December 31,
' 2006 - 2005 2004
(In thousands) ‘
Cash Flows from Operating Activities '
INELINCOIME & . v ottt e e e e r e e e e +$ 3599 3 596 .%.3787
Adjustments to reconcile net income to cash prowded by operating-activities: -
Depreciation and amortization .:....... . ... .. . e e - 6,803 9,466 7.900
Impairment of intangible assets. ........... e e . 565 —_ —
Deferred INCOME LAXeS . o o ot et e e e e e e e e e e I ) 2,606 (834) 2,371
Stock based compensation . . . .. .. L. e 42 — —
Excess tax benefil from stock-based compensation arrangements . .. .. .. ... ... ... (35) — —_
Tax benefit from exercised stock options -. .. ....... ... ... ... .. . oL = , 99, 187
Net loss (gain} on curtailment of pension and postretirement plans . . . ............ 580 < 385 71
(Gain) loss on sale/disposal of fixed assets. .. ... ... ... . ... ... ... .. (11,969) 109 8
Equity in loss from unconsolidated joint ventures . . . .. ... ... ... ... ... .. ... 440 34 416
Death benefit premiums purchase (see Note 11} ....... ... . .o oo it —_ — (2,416)
Contributions to pension plans (see Note 11) .. ....... ... . .. i, (1,793} — B
Gain on 1ax Settlement. . . .. ... . e e e — (1,235) —
Change in operating assets and liabilities, net of effects from acquisition of businesses: | . R - :
Restricted cash .. ... .. .. e i — 1,202 {1,202}
Accounts receivable . . . . ... 4,354 381 (1,836}
IRVEIIOTIES o oo e e e e e {(1,529) 3.369  (2,459)
Onher assets, other current assets and loans to related parties . ....... ... ... ... (1,450) (109) 823
Accounts payable ... e .- 1,628 0 (5432) (3,723),
Accruedexpenses ... ....... ... ... ... [P ; (1,000) (2,596) (1,455)
Other long-term liabilities. .. .. ... ... ... ... .. 0.0 . ... 2,234 1,203 (177)
Cash provided by operating activities . . . .. ... . ... .. . . .. . 3,075 6,598 1,253
Cash Flows from Investing Activities ‘ R
Investment in plant and equipment . .. ... .. ... ol e e (2,785)  (3.845) (6,599}
Investment in unconsolidated joint venture .. ........ ... .. e e 424y . (50) —
Proceeds from sale of plant and equipment & .. ......... . ... .. ... IR L 21,927 20 67
Business acquisitions, net of cash acquired .. ........... ... ... ... e — - (466) (126)
Proceeds from surrender of retired executive life insurance policies,. . ..... ... e — . — . Li17
Cash provided by (used in} investing activities. . . ... ....... ... .. oo, 18,718 (4,341)  (5,541)
Cash Flows from Financing Activities ..
Net procéeds from (repayments on) revolving pomon of long-térmdebt . . . .......... (21,400) 1,400 3,750
Principal repayments on term portion of long-termdebt ... ........ ... ... L. — (3,400)  (3,400)
Principal repayment on note payable to related parties . .. .......... e (333) (759) {250)
Proceeds from Industrial Revenue Bond . .. ... ... ... ... ... .. ... ... .t — — 2,800
Proceeds from refinancing . . . ... ... . L e 23,350 _ . =
Repayment on refinancing of long-termdebt . . .. ... ... ... ... o L 0oL " (25,950) — —
Proceeds from shares exercised under stock option plans. . . ... ... . ... .. ..., 259 271 . 1,089
Excess tax benefit from exercised v.lock based compensation . .................... 35 — —
Treasury SOk purchase .. ... v e £118) — —
Cash (used in} provided by financing activities . . ... ... .. ... ... .. ... .. (24,157)  (2,488) 3,989
Decrease in cash and cash equivalents. . . ................ . ... .. PN (364) (231) {299)
Cash and cash equivalents at beginning of year .. ... ..., ... ... AP e - 653 884 1,183
Cash and cash equivalents atend of year. . . . ... ....... ... ... ... .. e $ 289 § 653 3 884
Supplemental Disclosures of Cash Flow Information - .
Interest paid (net of amount capitalized) . . .................... e $ 1,702 $1624 31,068
Income taxes paid, net . .............. e e e e e § 942 3 410 $ 282
Supplemental Schedule of Non-Cash Investing and Financing Activities
Fair value of assets acquired in acquisitions, . ... ... ... .. ... .. 8 — 54653 § 208
Note payable with Label Systems International Inc. . ... .. ... ... .ot — (500) —
Liabilities. assumed in acquisitions . ... ........ . ... . it e e - (3,687 (82)
Cash paid for asset acquisitions . . ... ... ... .. e e 5 — § 466 3 126
The accompanying notes are an integral part of these consolidated financial statements.
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NASHUA.CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years ended December 31, 2006, 2005 and 2004

Note 1: Surﬁrhary of Significant Accounting Policies
Description of the Company

“Nashua Corporation is a manufacturer, converter and marketer of labels and specialty papers. Our primary
products include thermal and other coated papers, wide-format papers, pressure-sensitive labels and tags, and
transaction and financial receipts. '

Segment and Related Information

1

We have two reportable segments as discussed in detail in Note 12:
n Label Products

{2) Spf:cialty Paper Products

Basis of Consolidation .

+ Our consolldated financial statements include the accounts of Nashua Corporation and its wholly-owned
subsidiaries. All s:gmﬁcant intercompany transactions and balances have been eliminated.

Use of Estlmates

The preparation of our consolidated ﬁnanc1al statements requires us to make estimates and assumptions
that affect the amounts reported in our financial staterments and accompanying notes. Slgmﬁcant estimates
include allowances for obsolete inventory and uncollectible receivables, environmental obligations, pension -
and other postretirement benefits, vaiuation allowances for deferred tax assets, future: cash flows associated
with assets and useful lives for depreciation and amortization. Actual results could differ from our estimates.

, [

Reclassifications

Certain prevmusly reported amounts have been reclassified to conform with the current period
presentanon '

At March 31, 2006 we classified our toner and developer pomon of the former Imaging Supplies
segment as discontinued operations. We retained our resin product line which was part of our Imaging
Supplies segment and is now classified in the “all other™ category. Associated results of operations are
separately reported as discontinued operations for all years presented.

‘Additionally, we previously classified income from the rental of unutilized warehouse space as a
reduction in general and administrative expenses. We have reclassified such income as other income in our
consolidated statements of operations for all years presented.

Cash Equivalents

We consider all highly I|qu1d investment instruments purchased with a maturity of three months or less to
be cash equivalents.
Accounts Receivable . ' T

Our consolidated accounts receivable balance is net of allowances for doubtful accounts of 5. 5 million at
December 31, 2006,and $.9 million at December 31, 2005.
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NOTES ' TO CONSOLIDATED FINANCIAL STATEMENTS — (Continured)

Inventories - - ros .

Our inventories are carried at the lower of cost or market. Cost is determined by the first-in, first-out, or
commonly known as FIFO, method for over 75 percent of our inventories at December 31, 2006 and 2005,
and by the last-in, first-out, or commonly known-as LIFQ, method for. the balance. If the FIFO method had
been used to cost all inventories, the balances would have been approx1mately $2.0 million and $1 9 m1lllon
highér at December 31 2006 and 2005 respectlvely

Plant and Equipment”

Our plant and equipment are stated at cost. We charge expendltures for maintenance and repairs to
operations as incurred, while additions, renewals and betterments of plant and equipment are capitalized. Items
which are fully depreciated, sold, retired or otherwise disposed of, together with related accumulated ~ *
depreciat;ion, are removed from our accounts and, where applicable, the related gain or loss is recognized.

Depreciation was $6.2 million for 2006, $9.0 million for 2005 and $7.5 million for 2004. Depreciation
expense includes amortization of assets recorded under capital leases. For financial reporting purposes, we
compuie depreciation expense using the straight-line method over the following estimated useful lives:

Buildings and IMprovements. . . . ... .. .. .t . 5—40 years
Machinery and equipment . ... ., e ST SV A a3 —20 years

We review the value of our plant and equipment whenever events or changcs in c1rcumstances indicate
that the carrying value may not be recoverable. ' o .
b ' y oL ]

Goodwill and Intangible Assets

Goodwill represents the excess of the cost of acquired businesses over the fair value of identifiable net
assets acquired. For the purposes of performing the required impairment tests, a present value (discounted cash
flow) method was used to determine fair value of the reporting units. We perform our annuai 1mpa1rrnem test
in the fourth quarter of each year. We concluded that no impairment had occurred.

Intangible assets are assets with determinable useful lives over 5-12 years. We review intangible assets
for impairment when events or changes in circumstances indicate that the carrying value may not be
recoverable. When indicators of i impairment are present, we evaluate the carrying value of the intangible asset
in relation to its operating performance and future undiscounted cash flows. If the asset’s carrymg value is nol
recoverable, an impairment loss is recorded to write down the asset to its fair value. v

' In-2006, we recognized an’impairment loss of $.6 million in the results of dperations of our Label
Products segment which is dlscussed in Note 3. :

e . " v ‘ 1

Stock-Based Compensatmn

At December 31 2006 we had three stock compensauon plans which are deseribed more fully in Note 8
Prior to January 1, 2006, we accounted for stock-based compensation under the recognition and measurement
provisions of Accounting Principles Board (APB) No. 25, “Accounting for Stock Issued to Employees” a el
permitted by FAS No. 123, “Accounting for Stock-Based Compensation,” or FAS 123. Effective January -_1,
2006, we account for stock-based compensation in.accordance with the fair value recognition provision of
Statement of Financia] Accounting Standard No. 123 (revised 2004), “Share-Based Payment”, or FAS 123R,
using the modified-prospective method. We use the Black-Scholes option-pricing model and the Monte Carlo
Simulation, which require the input of subjective assumptions. These assumptions include estimating the .,
length of time employees will retain their vested stock options before exercising them, the estimated volatility
of our common stock price over the expected term and the number of. options that will ultimately not complete
their vesting requirements. Changes in the subjective assumptions can materially affect the estimate of fair

4t

41




NASHUA CORPORATION AND SUBSIDIARIES
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value stock-based compensation, and consequently, the related amount recognized on the consolidated
statements of operations.

For the year ended December 31, 2006, the effect of the adoptlon of FAS 123R was a decrease to both :
income from continuing operauons and net income of $.1 million: ' : :

Compensation expense for the year ended Decernber 31, 2006 for restncted stock awards was $.1 million
and is included in selling, general and administrative expenses. Total compensation related to non-vested
awards not yet recognized at December 31, 2006 is $.2 million, which we expect to recognize as compensation -
expense over the next three years.

The following table illustrates the effect on net income and earnings per share if we had applxed the fair
value method.

. Year Ended
December 31,

2005 2004

(In thousands, .
except per share
data)

Net income as reported .......... e : $596 $3,787

Add: Stock-based employee compensation expense included in the determination
of net income as reported, net of related tax effects...................... —

Deduct: Stock-based employee compensation expense determined under the fair

value based method for all awards, net of related tax effects .. ......... ol 22y (78
Pro forma net income. . ........... e EEERERERERRRE e ﬁ w 4
Earnings per share: : n . . .

Basic —as reported .. . . ... L A e P N $_0__19 $0=63 .

Ba51c—proforma..........:..‘......,............., ........ . $0.08 § 0.62

Diluted —asreporied. .. ..., ... . .. ... ... . L. e $0_'Ll_0 %

Diluted —pro forma .............icieiiiniin... F A $0.08 $ 061

Postretirement Benefits

Effective December 31, 2006, we adopted Financial Accounting Standard No. 158, “Employers’ Account-
ing for Defined Benefit Pension and Other Postretirement Plans,” or FAS 158. FAS 158 requires us to
recognize the funding status of our defined benefit postretirement plans in our statement of financial position
and to recognize changes in the funding status in comprehensive income in the year in which the change.
occurs. FAS 158 and its effects on our consolidated financial statements are described more fully in Note 11.

T

Revenue Recognition

. i . '

We recognize revenue from product sales or services rendered when the following four revenue
recognition criteria are met: persuasive evidence of an arrangement exists, delivery has occurred or services - -
have been rendered, the selling price is fixed or determinable, and collectibility is reasonably assured.

Environmental Expendltures

We expense environmental expendltures relating 0 ongoing operauons unless the expendlturcs cxtcnd the
life, increase the capacity or improve the safety or efficiency of our property, mitigate or prevent
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environmental contamination that has yet to occur and improve our property compared with its original
condition, or are incurred for property he]d for sale.

Expendltures relalmg to site assessment, remediation and momtonng are accrued and expensed when the

costs are both probable and the amount can be reasonably estimated. We base estimates on in-house and t.h1rd-,

party. studies considering current technologies, remediation alternatives and current envxronmental standards In

addition, if there are other participants and the liability is joint and several, the financial stablllyy of the other .

participants is considered in determining our accrual.

Shipping Costs

We classify third-party shipping costs as a component of selling and distribution expenses in our
Consolidated Statement of Operations. Third-party shipping costs totaled $11.2 million, $11.3 million and
$11.5 million for the years ended December 31, 2006, 2005 and 2004, respectively. S

Research and Development
We expense research and development costs as incurred.

S Vg, o e o ]

Income Taxes

Deferred income taxes result pnnc1pa1ly from the use of differerit methods of depreciation and amortiza-
tion for income tax and financial reporting purposes, the recognition of expenses for financial reporting
purposes in years different from those in which the expenses are deductible for income tax purposes, and the
recognition of the tax benefit of net operating losses and other tax credits.

Concentrations.of Credit Risk T ac

Financial instruments that potentially subject us to_concentrations of credit risk consist primarily.of cash
equivalents and trade receivables. .

We p]ace our temporary cash mvestments with high' quallty ﬁnanc1al mstltunons and in- hlgh quality
liquid investments. Concentrations of credit risk with respect to accounts receivable are limited because our
customer base consists of a Jarge number of geographically diverse customers, We perform ongoing credit’
evaliations of our customers’ financial condition and mairitain allowances for potentlal credit losses. We
generally do not require collateral or other security to support customer receivables.

Concentrations of Labor . ' .-

We had 784 full-time empléyees at February 8, 2007. Approximately 187 of our e'fnployees are members
of one of several unions, principally the United Steelworkers of America Union. The agreements have initial
durations of one to three years and ‘expire on March 5, 2008, Apnl 3, 2009 or March 31, 2012. We believe our
employee relations are satisfactory. . .. .

v L . v ' L W ‘ . f
Concentrations of Supply

We purchase certain important raw materials from a sole source or a limited number of manufacturers.
Management believes that other suppliers could qualify to provide similar raw materials on comparable terms.
The time required to locate and qualify other suppliers, however, could cause a delay in manufacturing that
could be disruptive to our company.. ‘ . o . '
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Fair Value of Financial Instruments - TR

The recorded amounts for cash and cash equivalents, other current assets, accounts receivable and
accounts payable and other current liabilities approximate'féir value due to the short-term nature of these
financial instruments, The fair values of amounts outstanding under our debt instruments approximate their
book values in all material respects due to the varlable nature of the mterest rate prov151ons associated with
such instruments.

Earnings per Commeon and Common Equivalent Share

Earnings per common and common equivalent share are computed based on the total of the weighted
average number of common shares and, when applicable, the weighted average number of common equlvalen(
shares outstanding during the period presented.

Treasury Stock

Effective July 1, 2004, companies incorporalec'i in Massachusetts became subject to the Massachusetts
Business Corporation Act, Chapter 156D. Chapter 156D provides that shares that are reacquired by a company
become authorized but unissued shares under Section 6.31, and thereby eliminates the concept of “treasury -
shares.” Accordmgly, we designate our treasury shares as authorized but unissued and allocate the cost of
treasury stock to common stock, additional paid-in capltal and retamed earmngs

New Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board, or FASB, issued Statement of Financial
Accounting Standards No. 157, Fair Value Measurements (FAS 157). This standard defines fair value,
establishes a market-based framework or hierarchy for measuring fair value, and expands disclosures about
fair value measurements. FAS 157 is applicable whenever another accounting pronouncement requires or
permits assets and liabilities to be measured at fair value. FAS 157 does not expand or require any new fair
value measures, however, the application of this statement may change current practice. The requirements of
FAS 157 are effective for our fiscal year beginning January 1, 2008. We are in the process of evaluating this
guidance and therefore have not yet determined the impact that FAS 157 will have on our financial statements
upon adoption.

In June 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income
Taxes — an Interpretation of FASB Statement No. 109 (FIN 48), This interpretation clarifies the accounting
for uncertainty in income taxes by prescn'bing a minimum recognition threshold for tax positions taken or,
expected to be taken in a tax return that i is required to be met before being recognized in the financial
statements. FIN 48 also provides gu:dance on derecogmuon measurement, classification, interest and
penalties, accounting in interim penods disclosure and transition. The requirements of FIN 48 are effective for
our fiscal year beginning January 1, 2007. We are in the process of evaluating this guidance and therefore
have not yet determined the impact that FIN 48 will have on our financial statements upon adoption,

Note 2: Discontinued Operations o
’ . - . . N 4 T .
Discontinued operations include, among other items, the results of our toner and developer business for
all periods presented, the liquidation of an inactive foreign subsidiary, and environmental expense related to a
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" former division for. the year ended December 31,-2006, and a gain from-the reversal of a tax accrual related to

IRS audits from the years 1995 through 2000 for the year ended December 31, 2005;'as follows:
fat i r ! B For the Year Ended-
S DR . L o' .. . December 31, - )
. 2006 . 2005 . 2004 ,
(In t_hqusands)” .

Toner and developer:
Income (loss), netof 1axes . .. ... ...t .

5 9180297 $@I)

Gain on disposal, netof taxes ........................ . 1,330 — —
Toner and de\!elopel: discontinued bp'erati'ong,' net of income taXes. . ... 1,421 (1,297 @11
Gain from reversal of tax accrual related to IRS audits .. . . . . e — 1,235 _—
Loss from_ environmental exposure, net of taxes .. .. .. e e (180) — —
Gain from liquidation on foreign subsidiary, net of income taxes ..... 352 = = :
Income floss) from discontinued operations, net of income taxes. . . . . . $1,593 $ (62 $(21D) .

On April 1, 2005, we committed to a plan to exit our toner and developer business by March 31, 2006,
which was included in our former Imaging Supplies segment. We ceased operations of our-toner and developer
business on March 31, 2006. Our toner and developer business employed approximately 70 people located
primarily at our facilities in Nashua and Merrimack, New Hampshire. During 2006, we sold certain !
formulations and other assets of the toner and developer business and we received net proceeds of $4.1 million
and recorded a gain of $1.3 million, net of income taxes. We retained our resin product line which was part of
our former Imaging, Supplles_ segment and is now classified in the “all other” category.

Quar exit of the toner and developer business resulted, in part, from our strategy to exit non-strategic
businesses. The decision was also based on our assessment of risk related to new technologies in color and
chemical.toners where we had limited skill sets, increased cost of litigation and increases in-operating costs.
Results of the toner and developer business are reported as discontinued operations for all periods presented.

Results of our toner and developer business for all periods presented, the liquidation of an inactive foreign
subsidiary and environmental expense for a former division for the year ended December 31,2006, and a gain
from the reversal of a tax accrual related to IRS audits from the years 1995 through 2000 for the year ended
December 31, 2005 are summarized as follows:

For the Year Ended December 31,

2006 2005 2004
{In thousands) . :
Netsales. ... o e $7,459  $22,279.  $20,486 |
. ! . . |
Income (loss) before income taxes . ... .................. TooL $2,8027 $(2,152) § (342) |
Income taxes (benefit) . . ... ... R 1209 _(2090) _ (13Y) i
Income (loss) from discontinued operations . .. ................ $1,593  §. (62)" $ (1D

Details of our reserve related to discontinued operations and activity recorded dunng 2006 were as
follows; .

Reserve Current Adjustment Current Reservé
Balance Year to Prior Year . | . Balance
Dec. 31, 2005  Provision Provision Utilization Dec. 31 2006

(In thousands) -

[ ' * I '
Prov151ons for severance related to . . - . . G
workforce reductlons ...... e $1,356 $34 $(290) $(1,100) $0.

+ ! LT
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QOur asset balance related to discontinued operations included in our consolidated balance sheets as of
December 31, 2006 and 2005 was $1.5 million which consists primarily of our 37.1 percent interest in the
Cerion Technologies Liquidating Trust, a trust established pursuant to the liquidation of Cerion Technologies
Inc., formerly a publicly held company. Cerion ceased operations during the fourth quarter of 1998 and is
currently in the process of liquidation. We account for our investment in Cerion based on its expected net
realizable value, before income taxes. '

Note 3: Goodwill and Other Intangible Assets

The carrying amount of goodwill by operating segment for the year ended December 31, 2006 is as
follows: B

) : , (In thousands)
Specialty Paper Products . ....... ... ... ... . oL, e $14,142
Label Products. . . ... oottt e e e e e e 17,374
Total GoodWill, . ..o e vt et S e e $31,516
Details of acquired intangible. assets are as follows: e .
’ ) ‘ At December 31, 2006
a p Y - Weighted
Gross : Average
. Carrying | Accumulated Amortization
Amount Amortization Period
" ' ! (In thousands)
Trademarks and trade names. . . ... .. .. cvv i i i ienninn, $ 560, 5 334 9 years
Licensing agreement. . ... ... N 1230 218 5 years
Customer relationships and lists . .. ................... 1,372 .+ 1,064 12 years
Customer COntracts. . . . .................... D 620 520 4 years
Non-competition agreements. . .. ...........couvue.. .. <. 100, 95 5 years
" Patentedtechnology . ............................. . 90 85 . 5 years

PR

$2,972 $2,366

»

. (In thousands)
Amortization Expense:

For the year ended December 31,2005. .. ... ... ... it $495

For the year ended December 31, 2006.......... ... ... .. v nnon, $652

Estimated for the year ending: - ' o

 December 31,2007 .. .. .o e "$237
December 31,2008 .................. e P P AU $ 89
December 31,2009 ......... e e $ 50
December 31, 2010 ... .. o i e e e e e $ 42
December 31, 2011 .. ... ... e $ 36

. December 31, 2012 and thereafter. . . ................ e $152

During the fourth quarter of 2006, we recognized an impairment loss of $.6 million included in our
consolidated statements of operations under Impairment of Intangible Assets and related to asset acquisitions
included in our Label Products segment. We estimated the carrying value of customer relationships and lists
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for two asset acquisition intangible assets based on their future discounted cash flows.'We continue. to amortize
the remaining portion of the assets over their remaining lives. = - o . RO

Note 4: Indebtedness|

On March 30, 2006, we entered into the Restated Credit Agreement with LaSalle Bank National
Association and other lenders to amend and restate in its entirety our Original Credit Agreement. The Restated
Credlt Agreement extended the term of the credit facility under the Original Credit Agreement to March 31,
2009 and provided for a. revolvmg credit facility of $35.0 million, including a $5.0 million sublimit for the
issuance of letters of credit, and a $2,841,425 secured letter of credit that will continue to support Indusmal
Development Revenue Bonds issued by the Tndustrial Development Board of thé City of Jefferson City, "
Tennessee. The Restated Credit Agreemient contains financial covenants that require us to maintain certain’
ratios such as funded debt to adjusted EBITDA and a fixed charge coverage ratio. In addition, the Restated
Credit Agreement extinguished the term loan” that had ex1sted under the Original Credit Agreement. On
January 12, 2007, we entered into a First’ Amendment to our Restated Credit Agréement, or the Amendment. 1
The Amendment provides for a reduction in the loans and letters of credit available under'the credit facility
from the aggregate principal or face amount of $35.0 million at any time outstanding to the aggregate pnnc1pal
or face amount of $20.0 million at any time outstandmg All other lerms of Lhe Restated Credit Agreement
remained unchanged

The interest rate on loans outstanding under the Restated Credit:Agreement, as amended, is based on the
total debt to adjusted EBITDA ratio and is, at our option, either (1) a range from zero to .25 percent over the
base rate (prime) or (2) a range from 1.25 percent to 2 percent over. LIBOR.. We are also subJect to a non-use i
fee for any unutilized portion of the revolving credit facility under the Restated Credit Agreement, as
amended, which ranges from .25 percent to..375 percent, based on our total debt to EBITDATatio.

For the years ended December 31, 2006 and Deceniber 31, 2005, the welghled average annual interest
rate on our long -térm debt was 7.3 percent and 5.4 percent, respectlvely We had $27.9 million of available *
borrowing capacity at December 31, 2006 under our revolving loan commitment. We had $3. .2 million of
standby letters of credit w1Lh the banks which are included in our bank debt when calculatmg our borrowing
capacity. - : "

Furthermore without prior consent of our lenders, the Restated Credit Agreement, as amended, limits,
among other things, annual capital expenditures to $8.0 million, the incurrence of additional debt and restricts
the sale of certain assets and merger or acquisition activities. We may use cash for dividends or the repurchase
of shares to the extent that the availability under the line of credit exceeds $3.0 million. We were in
compliance with the financial covenants and our compliance at December 31, 2006 under the Restated Credit
Agreement, as amended, is as follows: : -

. December 31, 2006

-Covenant - Requirement Compliance
* Maintain a fixed charged coverage ratio Not less than 1.5 to 1.0 2.0t0.1.0
+ Maintain a funded debt to adjusted EBITDA ratio Less than 2.75t0 1.0 071010 !

Beginning for our second quarter ending June 29, 2007, our requirement under our funded debt to -

adjusted EBITDA covenant ratio will be to maintain the ratio at less than 2.25 1o 1.0, ,
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Pursuant to our Restated Credit Agreement, as.amended; at December 31, 2006, our minimum payment. .

obligations relating to long-term debt are as follows: ... e vy . C e e s
2009 2024 Total
(In thousands) '* 7
Revolvmg portion of long-term debt*. . . ... ... .. L - $1,950. - § — . 31950
" Industrial revenue bond. ........ e .".f'ﬁ'. A © 2, 800 Lt 2800+
) L RS a0

81950 || " 52800 BIS0 .
We use derivative ﬁnanc1al 1nstruments o reduce our exposure to, market l’lSl( resultmg from ﬂuctuauons '
in interest rates. During the first quarter of 2006 we entered into an, mterest rate swap, with a nouonal debt .
value of $10.0 million, Wl‘llCh expires in 2011 During the term of the agreement we have a ﬁxed interest rate
of 4.82 percent on the notlonal amount and LaSalle Nanonal Bank National Assocrauon as counterparty to
the agreement, paid us interest at a floatmg rate based on LIBOR on the notronal amount. Interest payments
are made quarterly on a net settlement basis. - L,

T LA S R T I B T

.

PR

.....

derivative for 2006 by $.1 million. The fair market value of the derivatives resulted in an asset of $.1 million
at December 31, 2006, ,whrch was determined based on current interestirates and expected trends. . . .

L IR IR S A ol Ty i Vi * .:""'r' TR TH 1 'jl‘.'" e, oo

Note 5: Notes Payable to Related Partles ‘ . . , }
1 ; Ty ey oA C o, Lt
On June 3, 2005 we- acqulred certain assets of LSIL ln connection wrth the acquisition, we 153ued al
promissory note payable to the former owner of LSI in the 0r1g1nal principal amount of $.5 million. The ,
outstandmg pr1nc:1pal balance.on the promrssory note bears mterest at 6.5 pcrcent Imerest and prmcnpa] on the
promissory note is payable monlhly through May’ 2011 The aggregate amounts of matuntles on our notes
payable are as follows Feer s

AP BN teoron ! - [EL AN [ I

Vo

LR ) LN

2007 2008 2009 2010 2011 : Total
A (In thousands)

(R0 T -

Notes payable to'related partiés. . ..... . ... . S §$83 $83 $83' $83 "'$36 " $368

e L el ,|.l o

Note 6' Income Taxes

The provision for income taxes from continuing operanons consists of the following: .~ & -+ el

LIVUIEN t PRl .t

;

2006 2005 , 2004
(In thousands)

Current: ST A L voog e
United States .. ... ... . o S oo oIt 813740 8103 8
State . ............ Gt e T TN 527 . 42 ~ .=

Total current. . . . .. e U LT TR 1001 145 el
Deferred:
United States . . . .ottt e e e e e e i e, (143) 463 2,198
Bl .« oot ittt e e e e e e e e 328 56 304
Total deferred. . . ... .. . . e 185 519 2,502
Provision for income taxes, continuing operations . ............. $2,086 $664 32,502
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Total net deferred tax assets (liabilities)-are' comprised of the following: -~ .. . .. .
oo S - December 31, - J
A aTi | TSR S SRR B N PR NPT P & - 2006 - 2005 !
" o P R S . e " (In thotsands) ‘
Deprecmhon. S .(‘.f". SRR " b .'J.”f“.‘ o] P % (9]4) $ (944)
. s [T LI "o v da L T gy, e Lot
Otfer ... 0o Lo . (643 61D
. Gross deferred tax, llElblli[lCS..'. e M e it e et s (1,55T) (1 ,536)!
‘Pénsion and postretlrement beneﬁts. b o .'.m.”.'f'. SrSoour 18360 13, 927
State net operating loss carryforwards ‘and othér Ytate credlts o 1808 T 2,287
Alternative minimumi tax and géiieral business: credits . v L Voo 1,527 0 1,528
Accrued expenses A A AR SRR Sl L. 6390 M 1,025
Inventory reserves.l. e o a0 N mr ‘r’l, 2 '.4. v e L '556 587 .
Bad debt reserves ... ... E LT T 28 303 i
Other ... e e e, 775 633 '
[TLE TR R R R L T2 L LTS ' P T
.-Gross deferred tax assets. T T N ; j3,127 - 20,350 .,
. Deferred-tax: asset valuation allowance:, o ..t v oo o TR ey {1,763) (5,659) -
Deferred tax assets, net. .".‘ LA R SO L. 11 364 14,691
ol 3 S SR oot ,,
Net deferred tax assets P AT PRI RPR e $ 9, 807 .. (813, 135 .
Talo ’ T SRR ATLE NG S POLTY LA T P Sy

Reconcnhauons between income’ tax provision from eonunumg operauons computed using the United”
States statutory income tax rate and our effective tax rate are as follows:

v, 2006 2005. - 2004 .

‘United States federal statutory rate SRR, e 35. 0% 35 0% 35 0%
State taxes, net of federal tax beneﬁ .. -14': . . ' e ' .48 _5 8 ‘ 29
Non-deductible meals and entertamment. - 26 5, .
Adjustment for deferred tax asset . ................... ... .. ..., Lees 32 68
“Valvation reserve for state 1ncrome taxes .. S S e C . - '_‘7;2_'I' - -

L Othermet ... B i T RPN o

Effective taxrate .. ........... ... . ... ... AP & A e 51.0%. 50.2% 38.5%
'

At December 31 2006 ‘other’ current assets 1ncluded $2 0 m1ll|on of net deferred tax assets and othet
assets mcluded $7 g million of net deferred tax assets At Deeember 31, 2005; other current assets 1ncluded
$2.2 mllllon of | net deferred tax assels and $10 9 mllllon was mcluded in‘Gther long “term assets.

o L . FRNET . . . )‘r: + R

At December 31 2006 wethad $1. 8 mllllon of state net operating loss carryforwards and other state
credits and-$1.5 million of Federal tax credit carryforwards, which are-available to offset future domestic
taxable eamnings: The state net operating loss carryforward benefits and othersstate credits expire between - |
2006 and 2020. Essentially-ali of. the $1.5 million of Federal tax credit carryforwards are for,alternative
minimum tax and have no expiration date: In 2006, wetincreased our valuation allowance by approxirately
$.2 million for uncertainty regarding the use of state. net operatlng losses.. . .7 ., L. TN

In 2005, we increased our deferred tax asset and related vaIuation allowance ﬂlrbuéh"accun{ulated other
comprehensive loss due to-an-increase injour additional minimum pension liability due to changes in’actuarial
assumptions.-In 2006,1our additional minimum pension liability decreased due to changes in its funded status
and changes in-actuarial ‘assumptions., Accordingly, we decreased. the deferred.tax asset:and related valuation |
allowance by $4.1. million through accumulated other comprehensive loss. - St ce
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Taxes charged to other comprehensive income related to certain pension and postretirement benefits
amounted to $.7 million in 2006 and $.2 million in 2005.

In December 1999, the Internal Revenue Service completed an examination-of our corporate income (ax
returns for the years 1995 through 1997 and issued a Notice of Proposed Adjustment which assessed additional
taxes of $5.2 million, excluding interest. The assessment represents a total of $14.0 million of ad]ustmenls o
taxable income for the years under review. The proposed adjustments relate to the deductibility of restructuring
and other reserves applicable to continuing and discontinued operations as well as the utilization of foreign net
operating losses primarily associated with discontinued operations. We'disagreed- with the posmon taken by
the IRS and filed a formal protest of the proposed adjustments on Apnl 6, 2000.

On October 28, 2003, the IRS completed an examination of our corporate income tax returns for the
years 1998 through 2000 and issued a Notice of Proposed Adjustment; which assessed additional taxes of
$30,021 excluding interest. While the amount assessed is immaterial, we filed a protest of the proposed
adjustment since certain adjustments proposed by the IRS for the years 1995 through 1997 could 1mpacl the
tax liability for the period 1998 through 2000.

On Janvary 26, 2005, we executed a proposed settlement with the appeals office of the IRS for all
outstandmg years; which was accepted by the Joint Committee on Taxation during the sécond quartet of 2005.
The settlement resulted in final assessments for all outstanding years through 2000 totaling $1.2 million plus
interest in the amount of $1.8 million. An additional amount of $.3 million related to the settlement was
payable to various states. Based on the difference between this tax settlement and amounts previously
estimated and accrued for that related to discontinued operations as of December 31, 2005, we'reversed the
accrual in excess of the final liability in the amount of $1.2 million through discontinued operauons in our
statement of operations. All amounts due under the* settlemem have been paid.

v

Note 7 Shareholders’ Equnty

Our ablhty to pay dividends is restricted to the provisions of our debt agreement which allows us to use
cash for dividends to the extent that the availability under the line of credit exceeds $3.0 mllhon We did not
declare or pay a cash dividend on our common stock in 2006 or 2003. ’

We account for repurchased common stock under the cost method and upon purchase, we retire treasury
stock as a reduction of common stock, additional paid-in capital and retained earnings.

Note 8 Stock Optlon and Stock Award Plans

On May 4, 2004, our stockholders adopted the 2004 Value Creation Incentive Plan in which restricted
stock awards have been gramed to .certain key executwes that w1ll vest upon achievement of certam target
average closing prices of our Common stock’ over the 40-consecutive trading day penod ‘which ends on the
third anniversary of the’ date of grant, or the 40- -day average closing price, such that 33 percent of such shares
shall vest if the 40-day average closing price of at least $13.00 but less than $14.00 is achieved, 66 percent of

such shares shall vest if the 40-day average closing price of at least $14.00 but less than $15.00 is achieved, -

and 100 percent of such shares shall ‘vest if the 40-day average closing price of $15.00 or greater is achieved.
The restricted shares vest upon a change of control if the share price at the date of the change in control -
exceeds $13.00. Shares of the restricted stock are forfeited if the specified closing prices of our common: stock
are not met. Of the 150,000 shares authorized for the 2004 Value Creation Incentive Plan, 2,327 shares are
available to be awarded as of December 31, 2006.

.In addition to our 2004 Value Creation Incentive Plan, at December 31, 2006, we also have our .
1999 Shareholder Value Plan (the 1999 Plan). Under the 1999 Plan, nonstatutory stock options have been
awarded. Of the 600,000 shares authorized for the 1999 Plan, 21,150 shares are available to be awarded as of
December 31, 2006. Stock options under the 1999 Plan generally become exercisable either (a) 50 percent on
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the first anniversary of grant and the remainder on the second anniversary of grant, (b) 100 percent at one year
from the date of grant, or (¢} otherwise as determined by the Leadership and Compensation Committee of our
Board of Directors. Certain options may become exercisable immediately under certain circumstances and
events as defined under thesé plans and option agreements. Nonstatutory and incentive siock options granted
under the 1999 Plan expire 10 years from the date of grant. Currently, there are no incentive stock options
granted under the 1999 Plan. '

Under the 1999 Plan, performance based restricted stock awards have also been granted. There were
10,000 restricted stock awards outstanding at December 31, 2006 under this plan. Shares issued under the plan
are initially recorded at their fair market value on the date of grant with a corresponding charge to additional
paid-in capital representing the unearned portion of these awards, The shares of restricted stock granted will
vest if closing prices of our common stock over the 40-consecutive trading day period which ends on the third
anniversary of the date of grant, such' that 33 percent of such. shares shall vest if the 40-day average closing
price of at least $13.00 but less than $14.00 is achieved, 66 percent of such shares shall vest if the 40-day
average closing price of at least $14.00 but less than $15.00 is achieved, and 100 percent of such shares shall
vest if the 40-day average closing price of $15.00 or greater is achieved. The restricted shares vest upon a
change of control if the share price at the date of the change in control exceeds $13.00. Shares of the restricted
stock are forfeited if the specified closing prices of our common stock are not met.

* Effective January 1, 2006, we adopted FAS 123R, using the n'lodiﬁed-prospective application method for
new awards and to awards modified, repurchased, or cancelled after the FAS 123R effective date, January 1,
2006. Additionally, compensation cost for the portion of awards for which the requisite service has not been
rendered that are outstanding on January 1, 2006 is recognized based on the fair value estimated on grant date
and as the requisite service is rendered on or after January 1, 2006. Prior period financial statements are not
restated to reflect the effect of FAS 123R under the modified-prospective transition method.

For the year ended December 31 2006, the effect of the adoption of FAS 123R was a decrease to both
income from continuing operallons and net income of $.1 million.

Compensation expense for the year ended December 31, 2006 for restricted stock awards was $.1 million
and is included in selling, general and administrative expenses. Total compensation expense related to non-
vested awards not yet recognized at December 31, 2006 is $.2 million, which we expect to recognize over the
next three years. '

Prior to January 1, 2006, we accounted for those plans under the recognition and measurement principles
of APB No. 25. Under APB No. 25, no stock-based employee compensation cost relating to stock option
awards was reflected in our net income, as all options under our plans had an exercise price equal to the
market value of our common stock on their date of grant.
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A summary of the status of .our fixed stock option plans as of December 31, 2006 2005 and- 2004 and i

changes during the years ended on those dates is presented below:

- 2006 " 2005 - 2004 -

o vl ' Weighted  * Weighted - - J. Weighted

. Average , Average L +~ Average

Exercise Exercise - Exercise

Shares Price Shares Price Shares Price

Outstanding beginning of year . .. ... ... 494,525 $ 679 582,225  § 7.04 ~ 806,175~ . § 7.58

Granted. . ............ e — — — — 10,000 9.61

Exercised .................... ... (52,850) 4.86 (50,250) 541  (170,100) . 640

Forfeited — exercisable . . ............ (37,725) 1030 (27,000) 10.59 (58,350 14.98

Expired. . ........co i {3,000) 1600  (10,450) 17.40 (5,500)  26.02

Outstanding end of year. . ... ...... .. 400950 $ 665 494525 § 6.79 582,225 $ 7.04

Options exercisable at end of year ... ... 400,950 § 6.65 494525 % 6.79 572,225 % 7.00
Weighted average fair value of options ' ' o

granted during the year . ........... — — - — — 3364

The following table summarizes mformatlon about stock options outstandmg at December 31, 2006

Optmns Outstandmg & Exercnsable

) Weighted .

! ' Weighted -Average Average .
o ) ] Options Remaining Exercise
Range of Exercise Prices at 12/31/06 Contractual Life Price
$401-8438 oot PR 122,300 4.1years  $ 4.16
$570-8663 ................. R 135,300 4.1 years § 6.10
$665-3670 ..., S eene.p. 40,800 52years  $ 666
$806-5863 ... 41,450 3.4 years $ 812
$961-81163 .............. e REEERE 31,600 " 40years  $10.06
$1237- 81600 ... Lo.... 29500 . ldyears | $13.76
$401-31600 ... e e 400,950 3.9 years ‘$ 6.65

A summary of the status: of our restricted stock plans as of December 31, 2006 2005 and 2004 and .

changes during the years ended on those dates is presented below:

‘ 2006 2005 ‘ to2004
Restricted stock outstanding at beginning of year ........... 136,000 136,000' —
Granted . ... .. 95,000 — 136,000
Forfeited . ... ... i e e s (47,327 — —
Restricted stock outstanding atend of year . ... ............ 183,673 136,000 136,000
Weighted average fair value per restricted share at grant date .. $ 2.81 § — % 347
Weighted average share price at grantdate . ............... $ 706 § — § 9.00

Prior to January 1, 2006, we followed the disclosure-only provisions of SFAS No. 123. We measured
compensation cost using the intrinsic value based method of accounting prescribed by APB Opinion No. 25.
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The assumptions and methods used in estimating the fair value at the grant date of options and restricted

shares.granted are listed below:

1

Grant Year
2006 2005 2004
Volatility of Share Price: N
Optiens .. ... . * . K 34.0%
‘Restricted stock . . ... ..... ‘ 38.5% — 33.8%
'D’ividend yield: . i
Options . . ..o, : e — N —
Restricted stock ... ....... I —_ —
‘ Ii:lterest‘rate:" . " T e
C Options ... ........ o I N/A 3.6%
Restricted stock . .. ....... 4.8% —_ . 33% .
Expected life of options . . . . .. — N/A

Valuation methodology:
Options ................
Restricted stock . . . .. .

Black-Scholes
» Monte Carlo

Simulation

* No options granted during that period.

Note 9: Earnings P'er Share

Black-Scholes

Binomial Pricing Model

5.5 years

Black-Scholes

‘Binomial Pricing Model

Reconciliations of the denominators used in our 2006 2005 and 2004 earnings per share calculations for

contmumg operations are presented below.

o o { i e et ' Year Ended December 31, 2006
o Income Shares Per Share
. {Numerator), (Denominator) Amount
o B T - (In thousands, except per share data)
Basic EPS: - , T _ .

Income from continuing operations . . ... ..t . .1, . .. T $2006 . 6,140 $0.32
Effect of dilutive securities stock options .............. ' — 54" —
Diluted EPS:

Income from continuing operations, assurning dilution. .. $2:006 $0.32

14

6,194

Year Ended December 31, 2005

Income Shares Per Share
(Numerator) {Denominator) Amount
. . v oo (In thousands, except per share data)
Basic EPS: oo '
Income from continuing operations . . .. ............. $658 6,090 $0.11
Effect of dilutive securities stock options . ............. — 101 —
Diluted EPS; ’ '
Income from gontihuing operations, assumning dilution . $658 6,191 $0.11

’
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v N “Year Ended December 31, 2004

Income . Shares Per Share.
(Numerator) (Denominator) Amount

{In thousands, except per share data)

Basic EPS:

Income from continuing operations . . .. .. . ... e $3,998 - 6011 © $0.67
Effect of dilutive securities Stock options . ............. — te - {.02)
Diluted EPS: - o = L

Income, assuming dilution . ...................... $3.998 6,130 15065

Performance based restricted stock of 183,673 shares for the year ended December 31, 2006 and -
136,000 shares for the years ended December 31, 2004 and 2005 were not included in the above computations.
Such shares could be issued in the future subject to the occurrence of certain events as described in Note 8.

Note 10: Commitments and Contingencies

Lease Agreements

Our rent expense for office equipment, facilities and vehicles was $2.0 million for 2006, $1.8 million for
2005 and $2.2 million for 2004. At December 31, 2006 we are committed, under non-cancelable operating
and capital leases, as follows:

' Beyond
2007 2008 2009 2010 2011 2011 . Total
(In thousands}
Capital leases. . .................. $ 8 $§ — $§ — $ — § — $— % 8
Non-cancelable operating leases . ... .. - 1,892 1,652 1,428 1,434 1,194 361 7,961
' . T O$1,900- $1652 $1,428 - $1434 $1,194  $361  $7.969

In November 2006, we sold our property in Merrimack, New Hampshire to a third party for net proceeds
of $17.1.million and leased back approximately 156,000 square feet under a five-year lease arrangement with
the right to extend thé term for two additional five-year terms. In connection with the sale of the building, we
recognized approximately $9:0 million of gain in our accompanying 2006 consolidated statement of
operations. In accordance with SFAS No. 28, Accounting for Sales with Leasebacks (an Amendment of FASB
No. 13), we have deferred $3.3 million of gain related to the transaction, which is included in accrued
expenses ($.7 million) and other long-term liabilities ($2.6 million) in our consolidated balance sheet at
December 31, 2006. ' ’

«t

The aggregate rental payment is, approximately $3.7 million over the five-year lease term. Rental
payments escalate approximately 3 percent per year over the term _of the lease.

Contmgencles . O

1

At Décember 31, 2006 we had a $3.2 million obllgauon under standby letters of credit under the credit
facility with LaSalle Bank National Association and other lenders.

Cerion

In August and September 1996, two individual plaintiffs filed lawsuits in the Circuit Court of Cook
County, Illinois against us, Cerion Technologies, Inc., certain directors and officers of Cerion, and our .
underwriter, on behalf of all persons who purchased the common stock of Cerion between May 24, 1996 and
July 9, 1996. These two complaints were consolidated. In March 1997, the same individual plaintiffs joined by
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a third plaintiff filed a Consolidated Amended Class Action Complaint. The consolidated complaint alleged
that, in connection with Cerion’s initial public offering, the defendants issued materially false and misleading
statements and omitted the disclosure of material facts regarding, in particular, certain significant customer
re]atlonshlps In October 1997, the Circuit Court, on motion by the defendants, dismissed the consolidated
complaint. The plamnffs filed a Second Amended Consolidated Complamt alleging similar claims as the first’
consolidated complaint seeking damages and injunctive relief. On May 6, 1998, the Circuit Court, on motion
by the defendants, dismissed with prejudice the Second Amended Consolidated Complaint. The plaintiffs filed
with-the Appellate Court an appeal of the Circuit Court’s ruling. On November 19, 1999, the Appellate Court
reversed the;Circuit Court’s ruling that dismissed the Second Amended Consolidated Complaint. The Appellate
Court ruled that the Second Amended Consolidated Complaint. represented.a valid claim and sent the case
back to the Circuit Court for further proceedings. On December 27, 1999, we filed a Petition with the Supreme
Court of Hlinois. In that Petition, we asked the Supreme Court of Illinois to detérmine whether the Circuit
Court or the Appel]ate Court is correct. Our Petition was denied and the case was sent to the Circuit Court for
trial. On October 8; 2003, the Circuit Court heard motions on a summary Judgment motion and a class actlon
cettification motion.' On August 16, 2005, the Circuit Court issued an order granting the defendants’ motion’
for Summary Judgment and dismissed the _plaintiffs’ Complamt On September 15, 2005, the plamtlffs
appealed the Circuit Court’s grant of Summary Judgmem with the Appeals Court. On June 30, 2006, the
Appellate Court dismissed the plaintiffs’ appeal of the August 16, 2005 order by the Circuit Court which
granted: the defendants” motion for Summary Judgment. On August 4, 2006, the plaintiffs filed a petition with
the Supreme Court of Illinois for Leave to Appeal the Appellate Court’s order. On November 29,,2006, the
Illinois Supreme Court declined to hear the plaintiffs’ appeal and notice was sent to the Appellate Court
effective January 4, 2007. The plaintiffs had until Janvary 24, 2007 to refile their claim with the Supreme
Court. Since there was no claim filed, this matter is now favorably ruled in our favor. We believe that we will
receive the value of our 37.1 percent ownership in the Cerion Liquidating Trust which was valued at

$1.5 million before income taxes at December 31, 2006. Our investment m Cenon is included under other
assets in our consohdated balance sheets '

A o : L . o !

Ricoh 1

On October 14, 2003, Ricoh filed a First Amended Complaint for Patent Infringement, Trademark
Infringement, and Unfair Competition j Jommg us as a co-defendant in an action pending in the United States
District Court for the District of New Jersey, Civil Action No. 03-CV-2612 (WHW). The case was originally
filed against two other defendants in May 2003. The First Amended Complaint accuses us of willful patent
infringement, trademark infringement, trademark counterfeiting, false advertising, false designation of origin,
and unfair competition by virtue of its manufacture and sale of toner-bottles for use in Ricoh photocopiers.
Ricoh seeks injunctive relief, damages, attomeys’ fees, treble damages as a result of the alleged willful patent
and trademark infringement, and statutory damages. On December 8, 2003, we filed an Answer and
Counterclaims  denying Ricoh’s allegations, asserting affirmative defenses, and seeking declarations that .
Ricoh’s patents are invalid and not infringed, and that certain of the patents are also unenforceable,

On November 24, 2003, Ricoh filed Motions for Partial Summary Judgment for Trademark Infringement
and Unfair Competition, and for Partial Summary-Judgment of Infringement of one of the patents-in-suit.
Subsequently, the parties agreed to a schedule pursuant to which the defendants would have until January 16,
2004 to conduct discovery relative to the summary judgment motions. On February 5, 2004, the Company
joined in co-defendant Katun Corporation’s opposition to Ricoh’s Motion for Summary Judgment of
Trademark Infringement and Unfair Competition. On February 23, 2004, we joined in co-defendant Katun
Corporation’s Opposition to Ricoh’s Motion for Partial Summary Judgment of Infringement. Katun Corpora-
tion also filed a Cross Motion for Partial Summary Judgment of No Trademark Infringement or Unfair
Competition and a Motion for Partial Summary Judgment of Invalidity of the same patent at issue:in Ricoh’s
Motion for- Partial Summary Judgment of Infringement. Ricoh opposed both motions. In August 2004, the
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parties_filed and exchanged briefs. settmg forth.their respecnve claim construction positions on the asserted - ' -
claims of the six patents-in-suit. Sl P O ) Ca .

On Apt‘l] 12, 2005, the District’ Coun granted the defendants summary Judgment motion relative tothe
trademark and unfair competition, and dlSmISSCd the counts related 1o trademark and unfalr competmon
narrowing the scope of the surt . L

On-May 12, 2005, we filed a Motion for Leave to File a First Amended .Answer and Counterclaim' addmg
an antitrust counterclaim against Ricoh: Ricoh opposed our motion. On June:3, 2005, the Court denied our .-
motion. On June 20, 2005, we filed a Motion for Reconsideration, which RlCOh also opposed. On July 14;°
2005 the Court denied our Motion for Recon51derat10n T . et

; o
M3 I

On August 2, 2005 the Court 1ssued an oplmon construmg the dlspuled!cla:m terms of the SIX,
patents-in-suit; granung Ricoh’s Mouon for Partlal Summary Judgment of Infringement of the ‘963 patent .
granting Ricoh’s Motion for Partial Summary Judgment of “no invalidity” wﬁh respect to clalm 1 of. the 1963
patent; and denying the defendants’ Motion for Pamal Summary Judgment of Invahdlty with respect to clalm
1 of the ‘963 patent. General Plastics Industrlal Co., Ltd. fi led a Mouon for Reconsxderatlon of certain aspects

of the Court’s opinion, which the District Court denied on Apn] 17 2006

P .:,..

On September 2, 2005, Ricoh filed a Motion-for Summary Judgment on the defendants remammg
défenses related to the ‘963 patent and a motion seeking to-permanently-enjoin the defendants*from sellmg the
Ricoh compatible toner bottles accused of infringement in the suit. On October 17, 2005, the deféndants filed
an Opposition to Ricoh’s Motion for Summary Judgment and: Motion for Permanent Injunctlon and are -
awaiting rulings from the District Court. On December 14, 2005, the defendants filed another Motion for:
Summary Judgment of Invalidity of the 963 patent. Ricoh has ﬁled a memorandum in opposmon and the
parties are awaltmg a rulmg from the DlS[l‘lCI Courttiv : - : -

o . I

-“

On May 19, 2006 the defendants Jomtly filed three addmonai Motlons for Summary Judgment of
Noninfringement and Invalidity of the asserted Ricoh patents. On June 26, "2006, Ricoh filed Oppositions to
the defendants’ Motions for Summary Judgment, as well as Cross-Motions for Summary Judgment. The
defendants’ Replies and Oppositions to Ricoh’s Cross-Motions for Summary Judgment were filed on July 31,
2006, In early May 2006, the parties completed expert discovery on Ricoh’s patent claims. Discovery on
damages and willfulness issues has been bifurcated and will be addressed foilowmg comp]euon of the liability
phase of the litigation. Fact discovery on other defendants’ antitrust counterclarms is now ongomg, however,
we are not involved in every aspect of the case. No trial date on llabllrty issues has been set. We are unable to
express an oplmon as to the probable outconie of thrs lmgatlon

We believe we are entitled to indemnification from Katun for monies owed as a result of any judgmem
rendered against us in this litigation, including for' damages; costs, Ricoh’s attorney’s fees and-interest, as well
as for monies paid to Ricoh in'settlement of the Ricoh litigation, provided that Katun has consented to the .
settlement. We and Katun are each responsible for. our own attorney’s fees in connection with the litigation..

] ‘ ll.i' P [P . ! 1 ' . v N et

Envtranmenlal Lo .

A ' + » ' ' - ! N i

We are mvolved in certain env1ronmental matters and have been desxgnated by the Environmental™.
Protection Agency, referred .to as the EPA, as-a potentially responsible party for certain hazardous waste sites.
In addition, we have been notified by certain state environmentat agencies that some of our sites not addressed
by the EPA require remedial action. These sites are in various stages of investigation and remediation.-Due to.
the unique physical characteristics of each site, the technology employed, the extended timeframes of each -
remediation, the interpretation of applicable laws and regulations.and the financial viability of other: potential-
participants, our ultimate cost of remediation is difficult to estimate. Accordingly, estimates could either -
increase or decrease in the future due to changes in.such factors. At December 31, 2006, based-on the facts
currently known and ‘our prior experience with these matters, we have concluded that it is probable that site ..
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assessment, remediation and monitoring costs will be incurred. We have estimated a range for these costs of
$1.1 million to $2.1 million for continuing operations. These estimates could increase if other potentially
responsible parties or our insurance carriers are unable or unwilling to bear their allocated share and cannot be
compelled to do so, At December 31, 2006, our accrual balances relating to environmental matters were

$1.1 million for continuing operations. Based on information currently available, we believe that it is probable
that the major potentially responsible parties will fully pay the costs apportioned to them. We believe that our
remediation expense is not likely to have a matenal adverse effect on our consolidated financial posmon of
results of operations. - .- ' ' ‘ S

We are involved in various other lawsuits, claims and inquj;ies‘, most of which are routine to the nature, of
our business. In the opinion of our management, the resolution of these matters will not materially affect us.

1

Note 11: Postretirement Benefits

Defined Contribution Plan . o S
Eligible employees may participate in the Nashua Corporation Employees’ Savings Plan, a defined
contribution 401(k) plan. We match participating employee contributions at-50 percent for the first 7 percent

of base compensation that a participant contributes to the Plan. Matching contributions can be increased or
decreased at the option of our Board of Directors. For 2006, 2005 and 2004 our contributions to, this Plan
were $.9 million, $.8 million and $.9 million, respectively. Partlmpants are immediately vested in alI
contributions, plus actual earnings thereon. .

The Plan also provides that eligible employees not covered under our defined benefit pension plans may
receive a profit sharing contribution. This contribution, which is normally based on our profitability, is
discretionary and not defined, There were no contributions to the profit sharing plan in 2006, 2005 and 2004,

*

Pension Plans

We have three pension plans, which cover portions of our regular full-time employees. Benefits under
these plans are generally based on years of service and the levels of compensation during those years. Our
policy is to fund the minimum amounts specified by regulatory statutes: Assets of the plans are invested-in
common stocks, fixed-income securities and interest-bearing cash equivalent instruments. As of December 31,
2002, we froze benefits under two of these pension plans: the Nashua Corporation Retirement Plan for .
Salaried Employces and the Supplemental Executive Retirement Plan. As of March '31 2006, benefits for our
Omaha participants of the Nashua Corporation Hourly Employees Retirement Plan were frozen and, as of
October 31, 2006, benefits were frozen for certain hourly employees in our Merrimack, New Hampshiré
location included in our Hourly Pension Plan.

Retiree Health Care and Other Bgnefits

We also provide certain postretirement health care and death benefits to eligible retired employees and
their spouses. Salaried participants generally became eligible ‘for retiree health care benefits after reaching
age 60 with ten years of service and retired prior to January 1, 2003. Benefits, eligibility and cost-sharing
provisions for hourly employees vary by location or bargaining unit. Generally, the miedical plans are fully
insured managed care plans.
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]

The following table. represents the funded status and amounts recognized in our consolidated balance
sheets for our defined benefit and other. postretirement plans at December 31: '
: ‘ ’ Postretirement
. . . : . Pension Benefits Benefits
. i 2006 2005 , 2006 2005
. (In thousands}

.Changé in béneﬁt oblig:ition - . : .
Projected benefit obligation at beginning of year .. ... ... L... S8I101,206 $ 86,693 $2369 $2.285

Service cost . .. ... ...t e 886 - 784 40 59

Interest Cost’, oot e T, S 5508 ' 5,191 88 117

Curtailment and plan amendments. .. ........ e T— — (L1249 —

Actuarial loss (gain).........: e e e e e e e (5,539 11,444 (346) 145

Expenses paid from assets ......... e e e e (500) = — —

Benefits paid . o ..ot e (3,655) (2.906)  (213) (237)

Projected benefit obligation at end of year. ... ...... PP $ 97,906 $101206 ° $ 814  $2369

Change in plan assets oo o oo .

Fair value of plan assets at beginning of year .............. $69041 $ 68818 $ — F§ — .
Actual retirn on plan assets . ....:... .. e .- 7,795 2,823 C— — :
Employer contribution . ....... [P e 2,103 306 213 237 |
Settlement . . . ... e e e e — — — =

Benefits paid .. ..\ vv e e (3,655) {2,906) (213) (237) i
Fair value of plan assets atend of year . .................. $ 75284 $69041 .3 —  § — .
Reconciliation of funded status ) | i . i - |
Funded SatUS . . . ..o et . L $(22,622) $(32.165) $ (814) $(2,369) :
Unrecognized net actuarial (gain)/loss.................... 24,_277 34,652 (1,008) (748) :
Unrecognized prior service cost . ..., oviveiiin .. — 966 (818) (317} !
Net amount recognized. . .......ooniit i $ 1,655 $§ 3453  $(2,640) $(3,434) !

The amount recognized in our consolidated .
balance sheets consists of the following:

Pension/postretirement liability . .. ...... ... .. . .. o $(22,622) $(32,165) $ (814) $(3,434) |

Accumulated other comprehensive loss (income) . .. ....... .. 24,277 34,652 {1,826) —
Intangible asset . .................... e .- — 966 | — —
Net amount recognized. . .. ...... o e L $ } 1,655 § ' 3453 $(2.640) $_(3_i?ﬁ)
Assumptions:
T , Postretirement
Pension Benefits Benefits

[

2006 2005 2004 2006 2005 2004

Weighted-average assumptions used to determine
- net benefit costs: . T
DISCOUNE TAIE . ottt it et e e et e i e 55% 6.0% 60% 55% 60% 6.0%

Expected return on plan assets ... ..o vh v 85% 85% 85% — —- =
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’ ' . ' B : ! Postretirement
Pension Benefits Lo Benefits .

2006 2005 2004 2006 2005 2004

b

Weighted-average assumptions used to determine
. Lo

benefit obligations at year end: - .
Discountrate . . ...................: R N S 6.0% 55% 60% 60% 55% 60%

On December 31, 2006, we adopted FAS l\ﬂ) 158, “Employers’ Accounting for Defined Benéfit Pension
and Other Postretirement Plans, an amendment of FAS Nos. 87, 88, 106 and 132(R)” or FAS 158, which
required us to recognize the funding status of our defined benefit and postretirement plans in our statement of
financial position and to recognize changes in the funding status in comprehensive income in the year m
which the change occurs. The funded status of our pension and other postretirement plans is recorded as zi
non-current liability and all unrecognized losses, net of tax, ‘are recorded as a component of other comprehen-
sive loss within stockholders’ equity at December.31, 2006. The incremental effects of applying FAS 158.on
line items in the consolidated balance sheets, at December 31, 2006 were as follows: G,

L B . L . 4 N LI L . - " o

’ . Before ‘ After,
T : ' - o e T : Application  Adjustments  Application -~
. (T : (In thousands) .+ *u ..
I
' Otherassets . .......ovvenennn- e X $ 12,457 $ (725) $ 11,732
: Other long-term liabilities.. . . . . . o L. 30,018 (1,807) " 28211 ;
Accumulated other comprehensive loss, netof tax. ... .. ... (15,755) 1,082 (14 673)

At December 31, 2006, we recorded net actuarial gains and prior_service credits in accumulaled other
comprehensive loss in our consolidated balance sheet, net of tax, of $.6 million and $.3 million rgspectively.

The adoption of FAS 158 had no effect on net earnings or cash flows,

¢

The most significant elements in determining our pension income or expense are the discount rate and

expected return on plan assets. Each year, we determine the discount rate to be used to discount plan liabilities i

which reflects the current rate at which our pension liabilities could be effectively seitled. The discount rate

that we utilize for determining future benefit obligations is based on a review of long-term bonds, including

published indices, which receive one of the two highest ratings given by.recognized ratings agencies. For the

year ended December 31, 2005, we used a discount rate of 5.5 percent. This rate was used to determine fiscal :

year 2006 expense. For the vear ended December 31, 2006 disclosure purposes, we used a discount rate of -

6 percent. Should the discount rate either fall below or increase above 6 percent, our future pension expense

would either increase or decrease accordingly. Our policy ‘is to defer Ihe net effectfof changes in actuarial

assumptions and experience. ) LT '
We assumed an expected long -term rate of return on plan assets of 8.5 percent for the years ended

December 31, 2006 and December 31, 2005 The assumed long-term rate of return on assets was developed

after evaluating input from our third party pension plan investment advisor. The evaluation included their

review of asset return expectations and long-term inflation assumptions. This long-term rate of return on assets

is applied to a calculated value of plan assets, which recognizes changes in' the fair value of plan assets. This

produces the expected return on plan assets that is included in the determination of our pension income or

expense. The difference between this expected return and the actual return on plan assets is deferred. The net

deferral of past asset gains or losses affects the calculated value of plan assets and, ultimately, our future

pension income or expense. Should our long-term return on plan assets either fall below or increase above
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8.5 percent, our future pension expense would either increase or decrease. The historic rate of returns for our

pension plan assets are as follows:

Ome Year . ... e 13.1%
Five years . . ... e e e 8.8%
Tenyears - ................ e e e e e e e e e e 8.8%
Our pension plan asset and our target allocation are as follows:

. ‘ . . ; [ : M 2007 Target
Asset Category ) ' - ‘ o
Equity Securities ................. e S e 56%  55%
Fixed Income .............. R P 4% 45%

Our pension plan investment strategy includes the maximization of retuin on pension plan investment, at
an acceptable level of risk, assuring the fiscal health of the plan and achieving a long-term real rate of return
which will equal or exceed the expected return on plan assets. To achieve these objectives, we invest in a
diversified portfolio of asset classes cbnsisting of U.S. domestic equities, international equities, and high

quality and high yield domestic fixed income funds.

As of December 31, 2006, our pension plan investments were diversified as follows:

Investments

Large capeqiities?. .. ......... .. .. i . . i it e e
Small cap equities ........... 0 ... ... S (Y S
International equities ......... . PP

(In millions)

The estimated net actuarial loss and prior service credit for our retiree benefit plans that wilt be amortized

from accumulated other coniprehensive income into retiree benefit plan cost in 2007 are $1.4

$1.1 million, respectively. '
B 4 1

‘million and

As of December 31, 2006, our estimated. future benefit payments reflecting future service for the fiscal

years ending December 31 were as follows:

Retirement Plan Hourly Supplemental
. -~ for Salaried . Employees ‘Executive
Employees Retirement Plan  Retirement Plan Postretirement
) ’ . (In millions)
" e R
2007........ $ 2.1 $ 1.5 $ 3 $2
2008....... ERRRRE [ 23 . 1.6 3 2
2009, ... e 24 1.7 3 1
20100 ... 2.7 19 3 1
2001....... i cee. -, 29 L2l 3 1
2012-2016 ....... i : 18.3 A 13.2 . 1.3 2
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Net.periodic pension and,postretirement :benefit (mcome) costs for the plans includes the followmg

1

components ' D L P Cothak e L e i : R

crT T Dt 1 i Benefits™' * ' 4 Postretirenent Benefits -
e 5 006 2005 -+ 2004 ' 2006 2005 - 2004
(In thousands)

. . . '
' [ P LT TR LA -} . PR P Yy

Components of net penodlc (mcome) cost "

Service cost Cireensiiead S ‘ ‘$" '886' { $ 784 $ 834 $°40 $ 59§ 5'8
Interest €St ..\t en s o 5,508 S001, CagT7 88, 17 218
Expected return on plan assets . .............. (5 925) (5,865) (5 832) — — -
Amortization of prior.service cost.t...ur .o .0 0161 . 268+F i "268 1. (58) . (65). - (63)
Recognized'net ‘actuarial (gain) loss™. ... . N S 2 486 1,347 .- 858 . (86) (145) (246)
Net loss (gin) on curtailment .. ..« s .20 7 786 ' i3gs "(565) (19T (948)
Net periodic (income),cost . - :r., ..... B ,$3902, $2,110 $1,005, $G58l) $ (53) -‘$(986)

PR B O ti NI .l"““ . sk ot LA o b [ TR - .

Our prolected beneﬁt‘obltgatlon or PBO accumulated benefit obhganon or. ABO and fair value of p]an e
assets for our plans that have accumulated benefit obligations in excess(of .plam assets are as fo[lows . :

2006 2005
PBO ABO Plan Assets PBO ABO Plan Assets
st c(mmillions) . . v Tt
Supplemental Executive Retirement Pian .. ... ... $31 $31 5 — $ 33 $ 3 3 $ —
Hourly Employees Retirement Plan of Nashua T e .
Corporation . ... .......vuviurinnnnaennn. $42.4 $42.4 $35.4 $43.7  $437 $31.4
I RN PR S e e A ' t . s I ey e .
Retirement ‘Plan for Salarifed Employees of Nashua * o et S v
Corporation . . . . . . e e e $52.4 - $524 $39.9 $54.2 '$542 - 3376

Assumed health care.cost trend rates. for us have a significant effect on-the amounts reported for our
health, care plan. Our-assumed-health care cost trend rate.is 9 percent for 2007.and ranges from 9 percent to
5 percent. for. future years: A one percentage-point change in assumed health care cost trend rates would have

the following effects:.«+ o -/ » 0 L Y A R L I P O A TR L T
l-Percei'tiag'e ' 1.Percentage
Point Increase Point Decrease
T T T I ., - R ;, + - -(In thousands). ,
« Effect on total of service and interest: cost components... T N TR S S O7 LIV S () bopr
a Effect on accumulated postretirement benefit obligation . .7 -t ... - $123‘ ! $(1 13)

R

Our annual measurement dates for our pension beneﬁts and postretlrement beneﬁts are December 31

Approxtmately $22 6 m11110n ‘and $32 2 mllllOIl of our accrued pensnon cast and $ 8 million and -
$3:4 mllhon of our accrued postretlrement beneflts for 2006 Aand 2005 respectlvely, are included in other long-
term llabllmes 1n our accompanymg consolldated balance sheets Intanglble pension assets of $1.0 mllllon for'
2005'i§ ificlided in Other asséts in our accompanymg consohdated balance sheet. We expect to make a !
contribution of approximately $5.3 million to our salaried pensxon plan it 2007. We'do not expect to make a
coutnbutmn to our hourly plan in 2007

8 I " RFL T T PO ot * N R . . n
Durmg-the -fourth quarter of-2006, we recorded a non-cash benefit, net of taxes, of $10.4-million to
shareholders’ equity in our consolidated balance sheets related to the decrease in the funded status liability of
our defined benefit plans. In connection with our adoption of FAS 158 and a negative plan amendment related
to our postretirement benefit plan, we.recognized incremental comprehensive income.of $1.8'miltion ($1.1 mil-
lion, net of income taxes) in'2006.: The funded status is defined as.the difference between accumulated -benefit

N
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obligations and fair value of plan assets of company sponsored pension plans. During the fourth quarter of
2008, we recorded a non-cash charge of $13.1 million to shareholders’ equity related to the accumulated
benefit obligation exceeding the fair value of plan assets and decreases in our discount rate resulting from
current economic trends and using updated mortality tables in 2005.

During the third quarter of 2006 we froze pension benefits for certain hourly employees in Merrimack,
New Hampshire. We recognized a pension curtailment loss of $.8 million and froze benefits and terminated
future benefits under our postretirement benefit plans for certain hourly employees located in Memmack
New Hampshire. Wc recognized a postreurement curtailment gain of $.6 million.

During the first quarter of 2005, in connection with our decision to ¢xit the toner and developer business
which is included in our Imaging Supplies segment, we recognized a loss of $.4 million related to the,

curtailment of pension benefits for approximately 39 employees included in our hourly pension plan.

In October 2004, we made a $2.4 million premium payment to Minnesota Life, a subsidiary of Securian
Financial Group, for it to assume the liability for, and the administration of, our death benefit payments related
to approximately 580 of our retirees. Duiring the third quarter of 2004 we recogmzed a $ 9 rmlllon non-cash
pre-tax gain related'to the transfer to Minnesota Life. * ‘ K :

i

Note 12: Information About Operations

We have two reportable segments: -

(1) Label Products: which converts, prints and sells pressure sensmve labels and tags to dlsmbutors
and end-users. -

(2) Specialty Paper Products: which coats and convents various converted paper products sold-

-primarily .to domestic converters and resellers, end-users and private-label distributors. Qur Specialty - -

* Paper segment’s product scope includes thermal papers, bond papers, specialty printed papers, such’ as
financial receipts and point-of-sale receipts, wide-format media papers, dry-gum papers, heat seal papers,
small rolls and ribbons.

The accounting policies of our segments are the same as those described in Note 1. Segment data does
not include restructuring and other unusual items, and we do not allocate all corporate costs and assets to our
divisions. We evaluate the performance of our segments and allocate resources to them based primarily on pre-
tax income before restructuring and other unusua]' items.

)
-

Eliminations represent sales between our Specialty Paper Products and Label Products segments.
Excluding sales between segments reflected as eliminations in the table below, extemal sales for our Specnally
Paper Products segment were $156.8 million, $162.0 million and $l62 8 million for the years ended '
December 31, 2006, 2005 and 2004, respecuvely Sales between segmcnts and between geographlc areas are |,
negotiated based on what we believe to be market pricing.

While no customer represented ten percent of our consolidated revenues, each of our segments has
significant customers. The loss of a significant customer could-have a matenal adverse effect on us or our
segments. - S e . R I A o

. . . . oyt e 1

Our reportable segments are strategic-business units grouped by product class. We manage them . .

separately because each business requires different technology and marketing strategies. . . ~ " '
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The table below presents information about our reported segments for the years ended December 31:

Income from
" Continuing Operations
‘ . Before
Net Sales Income Taxes

3
A

Identiflable Assets

72006 - 2005 2004 2006 2008 2004

2006 2005 2004

_ (In millions)
By Reportable Segment:

Label Products . . . . . . L .. $109.7 $109.0 $104.3 $35 $54 $7.6 480 $507 § 485
Specialty Paper Products. . . . . .. 1625 1667 1680 .5 41 62 6l.1 - 629 615
‘ Other(1) e oo, 250 16 6 2 — .1 — ' 88 110
‘ Reconciling Items: c . . . o
‘ Eliminations . .. .......... 67 @D (52 - = — = —

Unallocated corporate

expenses and assets . . ... .. = — — 38 (6.4).. (14)

185 225 244

Interest expense, net .. ...... . — _ — (1.5 (1.8) _(1.0) —_ — —

Net gain on curtailment of | . . .
postretirement plans. . .. .. .. — — —_ — — 10 - —_— -

Gain on sale of real estate. . .. — — — 9.0 — — — — —

Consolidated . . .......... $269.0 $272.6 $268.7 $4.1 $13 $65 31276 $1449 $1514

(1} Includes activity from operations which falls below the quantitative thresholds for

a reportable segment.

Capital expenditures and depreciation and amertization from continuing'operations by reportable segment

are set forth below for the years ended December 31:

Capital Expenditures

Depreciation &
Amortization

2006 2008 2004

2006 2005 2004

e - +.  {(In millions}

Label Products . . .. oot e %8 %10 %21 $32 $28 %25

|
[}
Il

Net Sales From.

Specialty Paper Products. . .1 .oon L e 17027 -39 29 3.3 3.7
Reconciling Items: _ ' T o v S ' _
" Corporaté . . ... .. ., P S NI SR 4 5 4

‘Consolidated . .. ................. SRR $2.8° $38 $62 $65 $66 $6.6

The following is information by geographic area as of and for the years ended December 31:

Reconciling Items: . .
Discontinued Operations. . . . ... S A
Deferred tax assets. . . .. .o v v ve i et i e i

N

Continuing Operations . . Long-Lived Assets
” 2006 2005 2004 2006 2005 2004
. . R TR . 5 (In millions)
By Geographic Area N ‘ L oo o . -
United States . . .. .. AN g eeeen. . $2690  $2726  $2687 8620 $72.7 . $75.3

1.5 15 1.5
78 109 8.9

Consolidated . . ......... . .0 iiinareenenn

o9

|

269

=]

$272.6  $268.7

$71.3  $85.1 3857

Net sales from continuing operations by geographic area are based upon the geographic location from

which the goods were shipped and not the customer location.
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Note 13: Quarterly Operating Results (Unaudited)* - . » . ' ¢ i
Our quarterly operating results from continuing operations based on our use of 13-week periods are as follows:
1 ) oA .o 1st 2nd 3rd 4th
o . - Quarter - Quarter Quarter  Quarter Year
: ' e - ' v (In thousands, except per share data)
2006(1) N
Net sales . .. ..ottt e e 564,811 $65458 369,487 $69,287  $269,043
Grossmargin . . ... et e . 9,788 9,458 10,715 10,693 . 40,654
Income (loss) from continuing operations(2) .. .. .. PP (563) (982) (1,213) 4,764 2,006
.Income from discontinued operations(3) ................ 11,004, - — 54~ 535 ¢+ 1,593
Net income (loss)(2)(3) . . ... .. ... ... . . ... 441 (982) (1,159) 5,299 3,599
“Earnings (loss) per common share: :
Continuing operations(2) . ........ P .09y (.16} (.20) 7 32
Discontinued operations(3) . . .. ... ... .. .. .16 — .01 09 .26
Net income (1055)(2)(3) .......................... 07 - (.16) (.19 .86 .58
Continuing operallons, assum:ng dilution(2) . . ... ....... (.09) (.16) {.20) 77 32
Discontinued operations, assuming dilution(3) .......... A6 -— .01 . .09 26
Net income (loss) asaummg dllutlon(2)(3) ............. .07 (.16) (.19} .86 58
2005(1) o ’
Netsales . . ... e 367,646 567308 $68,570 $69,061  $272,585
Gross Margin . .« oo vttt et e 10,448 11,416 11,830 10,919 44,613
Income (loss) from continuing operations . .............. (422) 309 825 (54) 658
Income (loss) from discontinued operations(3) ... ... ....... (1,198) 1,094 .18 24 (62)
Netincome (10ss)(3) .. . . .. ittt e e e -(1,620)- 1,403 843 (30) 596
Earnings (loss) per common share: ‘ “ v S .
Continuing operations . .. .7 ........... [P LT oM .05 14 .01) 11
Discontinued operations{3) . . . . ..... ... ... ... . ..., (.20) A8 RU| —_— (.on
Net income (loss)}3) . ... .. ... . . i, S (.27) 23 14 — .10
Continuing operations, assuming dilution . . . .. .. e .07 05 14 (.01) 1
. Discontinued operations, assuming dilution(3) .......... (.20) A8 01 — (.01)
' Net income (loss),-assuming dilition(3) . .. ....... | .7 ) TR X W 14 — 10

(1) We acquired certain assets of LSI in June 2005. The operations of LSI have been included in our quarterly
operating results-since the date of 'acquisition.

(2) Our fourth quarter includes an impairment of intangible assets, as described in Note 3, and a gain on the
sale of our real estate located in Merrimack, New Hampshire, as described in Note 10.

(3) Income from discontinued operations, as described in Note 2, represents the results of our toner and devel-
oper business which we exited effective March 31, 2006, income from the liquidation of our former Photo
UK entity, a loss related to environmental issues resulting from our previously exited Computer Products
business and a $1.2 million tax benefit related to the settlement of outstanding Internal Revenue Service
audits from the years 1995-2000. -« ' : : -

Note 14: Related Parties

Leases wnth Related Parties I‘ ‘

.

We rent property and leased eqmpmenl under leases with entities partially owned by either a family
partnership of which our Chairman and his family have total interest or by our Chairman. Associated with °
these leases, we incurred rent expense of approximately $.3 million during 2006 and approximately $.2 mlllmn
during 2005 and 2004. We also pay taxes and utilities and insure property occupied under these leases.

Notes Payable to Related Parties

We have notes payable to related parties of Nashua.in connection with asset acqulsmons as discussed in
detail in Note 5. - l . .
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Loans to Related Parties

-

IR 7 P L LA WA T

We have a loan to a former owner of thtenhouse Paper Company relatmg to life insurance premlums
paid on his behalf. This loan is partially collaterahzed by the cash surrender value of related life insurance
pollcles and fully.covered by the death- benefit payable under this policy. This loan does not incur interest and
is due upon death, settlement-or termination of related life insurance policies.. At December 31, 2006 and

2005, a loan of $1.1 million and $1.0 million, respectively, is included in other long-term-assets in our:/

consolidated balance sheets. Below is a summary-of related party loan activity:, . . « CoL
1y v TotaliRelated
‘ ’ Party
e oo A ' ce e e YA m .
Acquired upon acquisition of thtenhousc Paper Company on Aprit 17,2000 .... " § 195
| ~iNet premiums paid in 2001 v.* . .. ... . 0 PEIRIETS (NN L 7 S
| ~ Net premiums paid in 2002 R RERTRETS it 250_ .
Net premiums paid in 2003 . .............. ... ... ..... e RN . o235
Net premiums paid in 2004 ... ....................... LLmnnn T e
Net premiums paid in 2005 ... ... ...... P 58
| - Netpremivms paid in 2006 .. ....... ... il 56
Balance at December 31, 2006. . ... ... e oo 81071
Collaterized cash surrender value of life insurance policy ...................... $i,027
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B )

*

., Balance at

SCHEDULE 11

L .1 - ) , .

= ! - Previous® = o e : Bnlance'.t
. e e T End-of Year : - Additions(a)  Deductions(b) End of Year
! H i - P S T + (In thousands)
DECEMBER 31,:2006: L T : S - ot
Allowance for doubtful accounts .". .. ... L © $851 $249 - “$(556): " - 8544
DECEMBER 31, 2005:
Allowance for doubtful accounts ............... 5654 $528 $(331) $851
DECEMBER 31, 2004: » L .
Allowance for doubtful accounts ... ............ 3861 $105- - $(312) $654

(@) Includes recoveries and amounts charged to costs and expenses.
{b) Includes accounts deemed uncollectible. ' '
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- REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Nashua Corporation:

We have audited the accompanying consolidated balance sheets of Nashua Corporation as of December 31,
2006 and 2005 and the related consolidated statements of operations, shareholders’ equity, and cash flows for
each of the three years in the period ended December 31, 2006. Our audits als6 included the financial =
statement schedule listed in the Index at Item 15(a). These financial statements and schedule are the
responSIblhty of the Company’s management. Our responsibility is to express an opnmon on these financial
statements and schedule based on our audits. ‘ : ! v

+

We conducted our audlts in accordance with the standards of the Public Company Accountmg Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of matenal misstatement. We were not engaged to
perform an audit of the Company’s internal control over, financial reporting. Our audits include consideration
of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the

circumstances, but not for the purpose of cxpressmg an opinion on the effectiveness of the Company'’s mtemal.

control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements; assessing.the
accounting principles used and significant estimates made by management, and evaluatmg the overall ﬁnancml
statement presentation. We believe that our audits provide a reasonable-basis for our opinion.

In our opinion, the financial statements referred to-above present fairly, in all material respects, the
consolidated financial position of Nashua Corporation at December 31, 2006 and 2005, and the consolidated

results of its operations and its cash flows for each of the three years in the penod ended December 31, 2006, .

in conforrmty with U.S. generally accepted accounting principles. Also, in our opinion, the related financial
statement schedule, when considered in relation to the basic financial statements taken as a whole, presents
fairly, in all material respects, the information set forth therein. . e .

As discussed in Note 1 to the consolidated financial statements, effective January 1, 2006, the Company
adopted Statement of Financial Accounting Standards No. 123(R), Share-Based Payment, and effective
December 31, 2006, the Company adopted Statement of Financial Accounting Standards No. 158, Employers’
Accounting for Defined Benefir Pension and Other Postretirement Plans, an Amendment of FASB Statements
No. 87, 88, 106 and 132(R).

L | " Is/” ERNST & YOUNG LLP

) - , . . . o w1 ' . _-'..11

Boston, Massachusetts
March 13, 2007 .

N ! - . !
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Item 9. Changes in and Disagreements’ With' Accountants on Accounting and Financial Disclosure.
None. : o . I TR

Lo - . . . "

Item 9A. - CantralsandProcedures IR R Tl s T e T
: r ! [TV 1 : . - L

. Qur Company’s management w1th the pamcrpatlon of our chief executive ofﬁcer and chief ﬁnancral
officer evaluated the effectiveness of cur dlsclosure controls and procedures as of December 31, 2006. The
term “disclosure.controls and procedures as defined in Rules, 13a-15(¢) and 15d- 15(e) under the Exchange 1
Act, means controls and other procedures of a company that are designed to ensure that information required .
to be disclosed by a company in the reports that it files or submits under the Exchange Act is recorded,
processed, summarized and repor[ed within the time periods specified in the Security and Exchange
Commission’ rulés and forms Disclosure controls and procedures include, wn;hout limitation, controls and*
procedures desrgned to ensure 'that information requrred to be disclosed by a cormpany in Lhe reporls that'it'
files of subihits under the Exchange ‘Act is"accumulated and commumcated to thé'company’s’ hanagément,
including its principal executive and pnnc1pal financial officers, as appropriate to allow timely- decisions
regardmg requrred dlsclosure Management recognizes that any controls and procedures, no matter how ‘well
designed and operated can prov1de only reasonable assurance of achieving their objectives and management
necessarlly applies its Judgmem in evaluating the cost-beneﬁt relationship’ of possiblé controls and procedures
Baséd on the évaludtion 'of our disclosure controls and procedures’as of December-31, 2006, our chief '
executive officer and chief fihancial officer'concliided that as’of siich date, our disclosure’controls and -
procedures were effective at the reasonable assurance level.

LS

Y Y . vy

" 2. No change in our internal Controls-ovér ﬁnancial reporting occurred during the fiscal quirter'ended
Déecember 31, 2006 that has matenally affected or is reasonably hkely to matenally affect our internal control
over finan¢ial repomng e ! che e

P T SR EUN v AT 1y ’ PP . : i . ' TENSELN

Item 9B. Other Information
' L S * P B .- N - [ . X .“) . T

None. |, :
Iy b PR ] v FERY o 0 + Al . i
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Item 10. Directors, Executive Officers and Corporate Governance

The information required by this Item will be included in our definitive Proxy Statement for our Annual
Meeting of Stockholders to be held on May 4 2007, and is incorporated herein by reference. '

i, - . ."

Executive Officers of the Registrant S

The information reguired by this Item with respect to our executive officers is contained in Part I of this
Form 10-K.

Code of Ethics

The information required by this Item with respect to code of ethics will be included in our definitive
Proxy Statement for our Annual Meeting of Stockholders to be held on May 4, 2007, and is incorporated
herein by reference. In accordance with Item 406 of Regutation S-K, a copy of our code of ethics is available
on our website at www.nashua.com under the “Corporate Governance” section of the “Investor Relations” web
page. We intend to make all required disclosures concerning any amendments to, or waivers from, our Code of
Business Conduct and Ethics on our Internet website.

Item 11. Executive Compensation

The information required by this Item will be included in our definitive Proxy Statement for our Annual
Meeting of Stockholders to be held on May 4, 2007, and is incorporated herein by reference.
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Item 12.  Security Ownershtp af Certam Benef cw! Owners and Mauagement and Related Stackholder
' Matters ' ) '

., . . ' 1
RN [ N . . K

* The information required by this Item-will be 1ncluded in our definitive Proxy Statement for oiir Annual
Meetmg of. Stockholders to be held'on May 4, 2007 and is 1ncorporated herem by reference L "
PR N ' b N N1 ' . . el )

Item 13. Certam Relarronshrps and Related Tmnsactmns, and Dtrector Iudependence oL

The mformatlon requrred by this Item wrll be 1ncluded 1n our deﬁmtrve Proxy Statement for our Annual R

Meetmg of Stockholders to be held on May 4 2007 and is 1ncorporated herem by reference o

r

Item 14. Principal Accountant Fees and Services . . | R S e rr, o o

The mformatron requrred by this Item will be included in our definitive Proxy Statement for our Annual
Meenng of ‘Stockholders 'to be held on May 4 2007, and is incorporated herein by reference

et e Lot Wl D Y N P A L T T RN
s . p ‘
I A S O AP SR L i ot
I o PR S R LU . : PART ,]v Lo L ,.’ Ay

[tem 15. .. Exhibits and Financial Statement Scheduyles- . . 3

‘(a)" The followrng documents are included’ 1_n Item 8 of Part ll of this Form 10 K

B PR [ a7 PR T i FLENR TP
(]) Financial statements: Lo T
PR P R
DA - Consolidatéd statements of operatrons for each of the three years ended December‘3l 2006; °
LT 2005 aﬂd 2004 .'--t 'U N .l. s i ) Conde
‘ | LT [P I I T o I - . o "

ST Consolldated balance sheets:at December 31, 2006 and- December 31 2005 .

e ey

V' Consolidated statements of shareholders” equrty for edch of the three years ended Decem-
ber 31, 2006, 2005 and2004 o K t '

o ¥ ' it .‘ . .o ).". |‘:
o Lt Consohdated statements of cash flows for each ‘of the" three years ended December 31, 2006,
2005 and 2004 o, T LS
LR + Notes to‘Consolidated'Fihan'cial Statem'ents' m ’p"' ’3“‘ o TR A
R S i L ': " ’
. . .* Report of Independent Reglstered Publlc Accountmg Frrm b i , oy

(2) Fmancral statement schedule: RS A
. Schedule 11— Valuation and quahfyrng accounts for each of the three years ended Decern-
 ber 31 2006 2005 and 2004

. . E - M v
R " ' . E ve 1F i' i

The ﬁnanc1al Statement schedule should be read in:conjunction:with our financial statements included in
Item 8 of Part II of this Form 10-K. All other schedules have been omitted as they are-not applicable, not
required,.or the information is included in the consolidated financial statements or notes to the consolidated.!

1

financial statements, . . . o T N L U R MR L

(3) Exhtbzts

e PR \_,,t

L2010 Agreement and Plan of Merger dated as. of March 25 20{)2 between Nashua Corporat!on -and Nashua
MA Corporation. [ncorporated by reference to our Definitive Proxy Statement filed on March 27, 2002.

301« Aricles of Organization, as amended. Incorporated by reference 1o our Quarterly Report on Form 10-Q

o for the quarter ended:June 28, 2002. - .., . : L
3.02 By-laws, as amended. Incorporated by reference to our Quarterly Report on Form' lO—Q for the quarter
ended Junﬁ 28 2002 o L v TR " * Voo g - &

401" - Credit Agreement dated March 1, 2002 by- and among Nashua' Corporauon -LaSalle Bank Nauonal
Association and Fleet National Bank, a Bank of America Company. Incorporated by-reférence to our
Current Report on Form 8-K dated March 14, 2002,
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4.02
4.03

4.04

4.05

4.06

4.07

4.08
4.09
4.10

+10.01
+10.02
+10.03

+10.04
+10.05
+10.06

+10.07

First Amendment to Credit Agreement, dated as of July 15, 2003, by and among Nashua Corl;oration,
Fleet National Bank, a Bank of America Company, and LaSalle Bank National Association.

. Incorporated by reference to our Quarterly Report on Form 10-Q for the quarter ended June 27, 2003.

Waiver and Second Amendment to Credit Agreement, dated as of July 24, 2003, by and among Nashua
Corporation, Fleet National Bank, a Bank of America Company, and LaSalle Bank National Association.
Incorporated by reference to,our Quarterly Report on Form 10-Q for the quarter ended June 27, 2003.

Third Amendment to Credit Agreement, dated as of September 25, 2003, by and among Nashua
Corporation, Fleet National Bank, a Bank of America Company, and LaSalle Bank National Association.
Incorporatéd by reference to'our Quarterly Report on Form 10-Q for the quarter ended September 26,
2003.

Fourth Amendment to Credit Agreement, dated as of December 30, 2003, by and among Nashua
Corporation, Fleet National Bank, a Bank of America Company, and LaSalle Bank National Association.
Incorporated by reference to our Annual Report on Form 10-K for the year ended December 31, 2003.

Fifth Amendment to Credit Agreement dated as of March 31, 2004 by and among Nashua Corporation,
Fleet National Bank, a Bank of America Company, and LaSalle Bank National Association.
Incorporated by reference to our current report on Form 8-K dated March 31, 2004 and filed April 2,
2004.

Sixth Amendment to Credit Agreement dated as of December 9, 2004 by -and among 'Nashua
Corporation, Fleet National Bank, a Bank of America Company, and LaSalle Bank National

Association. Incorporated by reference to our current report on Form 8-K dated December 9, 2004
and filed December 15, 2004. - v

Seventh Amendment to Credit Agreement dated as of April 14, 2005, among Nashua Corporation, Fleet

National Bank, a Bank of America Company, and LaSalle Bank National Association. Incorporated by
reference to our current report on Form 8-K dated April 14, 2005 and filed April 20, 2005.

Amended and Restated Credit Agreement, dated as of March 30, 2006, among Nashua Corporation,
LaSalle Bank National Association and the lenders party hereto. Incorporated by reference to our current
report on Form 8-K dated March 30, 2006 and filed on April 3, 2006.

First Amendment to Amended and Restated Credit Agreement, dated as of January 12, 2007, among
Nashua Corporation, LaSalle Bank National Assoctation,‘and the lenders party thereto. Incorporated by
reference to our current report on Form 8-K dated January 12, 2007 and filed on January 18, 2007.

Amended and Restated 1996 Stock Incentive Plan. Incorporated by reference to our Quarterly Report on
Form 10-Q for the quarter ended April 2, 1999,

1999 Shareholder Value Plan. Incorporated by reference to our Quarterly Report on Form IO-Q for the
quarter ended Apnl 2, 1999, .

2004 Value Creatlon Incentive Plan Incorporated by reference to our Proxy Stalement dated March 23,
2004,

Change of Control and Severance Agreement, dated as of June 15, 2004 between Nashua Corporation
and Thomas R. Pagel. Incorporated by reference to cur Annual Report on Form 10-K for the year ended
December 31, 2004,

Letter Agreement, by and between the Company and Andrew Albert, dated as of April 24, 2006.
Incorporated by reference to our current report on'Form 8-K dated Apnl 24, 2006 and filed April 25,
2006.

Change of Control and Severance Agreement, dated as of June .15, 2004 between Nashua Corporation
and John L.. Patenaude. Incorporated by reference to our Annual Report on Form 10-K for the year ended
December 31, 2004,

Change of Control and Severance Agreement, dated as of January 5, 2005, between Nashua Corporation
and Donna J. DiGiovine. Incorporated by reference to our Quarterly Report on Form 10-Q for the quarter

, . ended April 1, 2005.

+10.08

~ Employment Agreement, by and between Nashua Corporation and Thomas G. Brooker dated as of
March12, 2006. Incorporated by reference to our current report on Form 8-K dated March 12, 2006 and
filed on March 16, 2006. o .
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. +10.09

+10.10

+10.11
+10.12
+10.13
+1‘0.14
+10.15
+10.16

+10.17

1018

10.19.

10.20

10.21%
10.22%

21.01*:

23.01*
31.01*

31.02*

32.01% -

32.02*

— Filed herewith,

Change of Control and Severance Agreemedt bf and between Nashua Corporation and Thomas G.
Brooker, dated as of March 12, 2006. Incorporated by reference to our current report on Form 8-K dated
‘March 12, 2006 and filed on Mareh 16, 2006. l

Restricted Stock Agreements by and between the Company and Thomas G Brooker dated as of May 4,
2006. Incorporated by reference to our current report on Form 8-K dated May 4, 2006 and filed on May 5,
2006. -

Employment Agreement, by and between Nashua Corporanon and Thomas Kubis, dated as of August 21,
.2006. Incorporated by reference to our current report on Form 8-K dated August 17, 2006 and ﬁled
August 22, 2006.

Change of Control and Severance Agreement, by and between Nashua Corporation and Thomas Kubis,
dated as of August 21, 2006. Incorporated by reference to our current report on Form 8-K dated
August 17, 2006 and filed August 22, 2006.~

Restricted Stock Agreement; by and between the Company and Thomas Kubis, dated as of September I,
2006. Incorporated by reference to our Quarterly Report on Form 10-Q dated and filed November 3,
2006.

Employment Agreement by and between Nashua Corporation and Todd McKeown, dated as of
September 1, 2006. Incorporated by reference to our current report on Form &-K dated August 17,
2006 and filed August 22, 2006. »

Change of Control and Severance Agreement, by and between Nashua Corporation and Todd McKeown,
dated as' of .September 1, 2006. Incorporated by reference to our current report on Form 8-K dated
August 17, 2006 and filed August 22, 2006. e

Restricted Stock Agreement, by and between the Company and Todd McKeown, dated as of

September 1, 2006. lncorporated by reference to our Quarterly Repon on Form 10-Q dated and
filed November3 2006., L en Y

Management Incentive Plan Incorporated ‘by reference to our current report on Form 8-K dated
March 14, 2007 and filed March 20, 2007.

Form of Indemnification :Agreement - ‘between Nashua Corporation and its directors and executive
officers. Incorporated: by reference to our Quarterly Report on Form 10-Q for the quarter ended
September 27, 2002. it'r fre v 0 !

Indemnification Agreement, dated as of February 11, 2004, between Nashua Corporation and Katun
Corporation. Incorporated by refefence to our current report on Form 8-K dated and filed August 9, 2005.

Purchase and Sale Agreement by and between Nashua Corporation and Equity Industrial Partners Corp.,
dated as of November 6, 2006. Incorporated ‘by reference to our current report on Form 8-K dated
November 6, 2006 and filed November 13, 2006.

Executive officer 2007 salaries.

Summary of compensation arrangements wrth Directors.
Subsidiaries of the Registrant:, ;" .
Consent of Independent Registered Public Accounting Firm.

Certificate of Chief Executive Officer pursuant to Rule 13a-14(a) or Rule ]5d 14(a) as adopted pursuant
to Séction 302 of the Sarbanes-Oxley Act of 2002.

Certificate of Chief Financial Officer pursuant to Rule 13a- l4(a) or Rule 15d- 14(a) as adopted pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002,

“Cefiificate of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002. g

Certificate of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350 as adopted pursuant to

]

~."Section 906 of the Sarbanes-Oxlgy Act of 2002. et

N

+— Ideritifies exhibits constituting manageiment contracts or compensatory plans or other arrangements
required to be filed as an exhibit to this annval report on Form 10-K. ‘
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_ SIGNATURES o
Pursuant to the requirements of Section 13 or 15(d} of the Securities Exchaﬁgg: Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized. ' " L " , C.

oy

‘NasHua CORPORATION

By: /s/ JOMN L. PATENAUDE
o ~ Jon L. PATENAUDE
Vice President-Finance and’
Chief Financial Officer

Date: March 26, 2007

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

{s/ _Thomas G. BRooker - ' ' Presidentand” | March 26, 2007

Thomas G. Brooker Chief Executive Officer '
‘ o T . (principal executive officer)
fs/ Joun L. PATENAUDE + © - . Vice President-Finance and . *  March 26, 2007
John L. Patenaude - - . .. Chief+Financial Officer .
(principal financial officer) -

/s/ MaRGARET M. CALLAN . . . Corporate Controllerand . .  March 26, 2007

Margaret M. Callan o Chief Accounting Officer

(principal accounting officer) "

/' ANDREW B. ALBERT " Chairman of the Board ' March 26, 2007
Andrew B. Albert ’ ’

r
. e

fs/ L. ScorT BARNARD Director . T March 26, 2007
L. Scott Barnard e ' 0 B
- fs/ Avnur;i Gray ' ) . : Direétor I ", ' March 26, 2007
- Avrum Gray
. N ¢ .
/s/  MicHAEL T. LEATHERMAN ‘ . . Director . , March 26, 2007

Michael T. Leatherman

/s/  GeorGE R, Mrxonic, JR. ‘ K ' . Director . , '.leirc‘h 26, 2007

George R. Mrkonic, Jr.

/s! _MaRrk E. SCHWARZ. . Director _ March 26, 2007
Mark E. Schwarz : won
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Stock Performance Graph

Set forth below is a line graph comparing the yearly percentage change in the cumulative total
stockholder return on the Company’s common stock against the cumulative total return of the S&P 500 Index
and the S&P Paper and Forest Products Index for the five years commencing December 31, 2001 and ending

December 31, 2006.
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200 —O— S&P Paper and Forest Prodl;cls Index
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2001 . 2002 - 2003 2004 2005 2006
2001 2002 2003 2004 2005 2006
Nashua Corporation 100.00 | 14957 | 144.80 | 193,52 | 119.60 | 138.85
S&P 500 Index 100.00 7790 | 10024 | 111.15 | 116.61 | 13502
S&P Paper and Forest Products Index 100.00 85.63 | 118.04 | 129.73 | 127.09 | 134.57




CORPORATE INFORMATION

Corporate Headquarters

11 Trafalgar Square, Suite 201
Nashua, New Hampshire 03063
Telephone: (603) 830-2323
Facsimile: {603) 880-5671
Internet: www.nashua.com

Stock Listing

Our common stock is listed on The NASDAQ Global Market
" under the trading symbaol NSHA.

Shareholder Relations

To receive further information about Nashua Corporation,
please contact:

John L. Patenaude

Vice President-Finance,

Chief Financial Officer and Treasurer
Nashua Corporation

11 Trafalgar Square, Suite 201
Nashua, New Hampshire 03063
Telephone: {603) 880-2145
Facsimile: (603) 880-2633

Form 10-K and Other Reports

QOur Annual Report on Form 10-K and Quarterly Reports on
Form 10-Q are available on our website at www.nashua.com.
in acdtdition, copies of these reports rmay be obtained withowt
charge upon request to:

Shareholder Relations

Nashua Corporation

11 Trafalgar Square, Suite 201
Nashua, New Hampshire 03063
Telephone: (603} 880-2145
Facsimile: (603) 880-2633

Annual Meeting

Our Annual Meeting of Sharehalders will be held at
8:00 am. on May 4, 2007 at the Company's offices,
250 South Northwest Highway, Park Ridge, lllinois,

Transfer Agent and Registrar

American Stock Transfer & Trust Company (AST) is the
Transfer Agent and Registrar of our common stock and
maintains shareholder accounting records. Inquiries
regarding lost certificates, consolidation of accounts,
changes in address, name or awnership, and other
shareholder account matters should be addressed 1o:

American Stock Transfer & Trust Company
59 Maiden Lane, Plaza Level

New York, NY 10038

Telephone: 800-937-5449

Email: info@amstock.com

Internet: www.amstock.com

. Independent Registered Public Accounting Firm

Ernst & Young LLP
200 larendon Street
Boston, Massachusetts 02116

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

QOur 2006 Annual Report contains forward-looking statermnents, as that term is defined in the Private Securities Litigation
Reform Act of 1995. For this purpose, any statements contained herein that are not statements of historical fact may be

deemed to be forward-looking statements. Without limiting the foregoing, the words “anticipate,” “believe,” *can,

‘could,”

“estimate,” *expect,” “intend,” ‘may,” “plan,” “project,” “should,” “will,” and other similar expressions, when used in this

2006 Annual Report, are intended to identify such forward-tooking statements. Forward-locking statements represent
management’s current expectations and are inherently uncertain. Examples of such areas containing forward-looking
statements used in this Annual Report include discussions and risks relating 1o assumption on markets and competitors;
tax, environmental, and litigation matters; and the expectations for company activities in 2007. Such forward-looking
statemnents are subject to risks and uncertainties, which could cause actual results 1o differ materially from those indicated
by our forward-looking statements. Such risks and uncertainties include, but are not limited to, our future capital needs and
resources, fluctuations in customer demand, intensity of competition from ather vendors, timing and acceptance of our
new product intreductions, delays or difficulties in programs designed to increase sales and improve profitability, general
economic and industry conditions, stock market conditions; the price of our.stock and other risks and uncertainties set forth

T ?‘n mtal-ﬁegort on Form 10-K for the year ended December 31, 2006 and our other filings with the Securities and
%g omiplssion. The information set forth i in this Annual Report should beread in light of such risks. While we may
e

hY 3
at%‘ rward-looking statements at some pomt in thé future, we specifically disclaim any obligation to do 5o, even

if our expectations change.
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